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In the Record 


The Retailer Be Pleased 


When sudden changes occur—as by legislative fiat—some 
businesses or sectors of business are likely to be immediately 
affected more drastically than others. This time it would 
seem that the retailer has been having his own brand of 
troubles. As the story is told beginning on page 152, whole- 
sale commodity prices from last July to January rose 14%, 
manufactured products 13%, raw materials 15%—and retail 
prices only 8%. Hence, a special governmental ruling for 
these direct dealers with the public: it’s called CPR-7. Its 
provisions and workings are probed in this issue of The Record. 


And What about the Consumer? 


It’s a somewhat different story for the consumer—or. at 
least for the production worker. True, according to Conference 
Board figures, his food bill during those same seven months 
(see above) rose about 9%. (This item alone accounts for 
about a third of the moderate-income family’s budget.) But 
for the whole year (January to January) the general budget 
rise was 7.6%—against which there was a rise of about 9% 
on the average in production workers’ straight-time earnings. 
These and other data on wages and prices and employment 
are given beginning on page 136. 


Breaking the Chain... 


Machine tools to make the machines; men and material to 
make the machine tools to make the machines. . . . It’s all 
an intricately connected chain. But the links are of different 
size—and who can measure their relative importance? In 
terms of industry size, machine-tool companies employ 
relatively few workers—a year ago only 39,000 all told; now 
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around 50,000. Single companies in some other industries — 
have as many workers. Even so, the machine-tool folks 
are having difficulty in finding all the trained manpower they 
need. The same sort of story goes for materials and parts. 
It’s a boom all the same—and as goes this industry so goes 
the whole production program. (See page 134.) 


Confusion in the First Quarter 


As United Nations strength has grown in the first quarter, 
military activity in Korea has subsided. And so, perhaps, 
has international tension. 

The same inversion was apparent at home. Along with 
rising armament production—and a healthy flow of consumer 
supplies, the past two months have seen some striking ad-. 
justments in stock and commodity prices. Fitted together, 
as they are in this month’s Business Highlights (see next page), 
these developments spell a danger signal for the partial 
mobilization. 

e e e 


What Are We Measuring? 


In “Checking the Indexes,” The Record points a finger at a 
sensitive statistical spot. The automobile industry, for 
example, has processes and methods in peacetime sufficiently 
consistent and constant for its production to be gauged in 
terms of man-hours of activity. But when that industry 
turns to making war machines, it suffers a sea change. For 
while its activity can still be measured by indexes based on 
man-hours, they are not so easy to interpret or to apply. 
Some insight into the problem is provided in the article 
starting on page 140. What happened to specific industry 
indexes during World War II years is an important part 
of the story. 


Business Highlights 


DEFENSE PROGRESS BRINGS OWN PROBLEMS 


“The nation may become extremely sensitive . . . to a growing 
sense of American strength and security” 


N THE RECORD now available, the program 
O of partial mobilization would seem to have 
run into a crosscurrent during the first quarter 

of the new year. 
Basically, the mobilization made rapid and firm 
strides. Defense expenditures, which were at an an- 
nual rate of $23 billion in February (up from $20 


billion in December) , moved up to about $25 billion in. 


early March. The increase in the first quarter has 
been such as to indicate a rate of $30 billion by mid- 
year, $40 billion by the end of 1951. Perhaps more 
significant, the rate of placement of procurement 
orders has apparently spurted; placements in Janu- 
ary reached $5.8 billion, and are reported to have 
fallen to only slightly below that figure in February. 
(The December rate was less than $2 billion.) 


SPOTLIGHT ON MACHINE TOOLS 


This outpouring of military orders has more or 
less suddenly focused attention on the laboring ma- 
chine-too] industry, which by the end of the year’s 
first month had already been swamped by backlogs 

-amounting to a year and a half of production at the 
January rate. (And backlogs probably continued to 
grow in February.) Mobilization agencies moved 
en masse to relieve the pressure on this key sector of 
the defense economy by placing government pool 
orders on which DO ratings could be extended back 
to suppliers; by reserving 70% of output for defense 
requirements; by a forthcoming order permitting ma- 
chine-tool builders to use quoted rather than delivered 
prices as their ceilings; and by permitting the industry 
direct recourse to the machinery division of NPA for 
priorities assistance in getting tools for its own pro- 
duction. 

But how quickly a speedup in tool output can be 
expected from this latter order is questionable. The 
industry, taken in aggregate, builds its own tools to 
increase it own capacity. Once it gets started, capacity 
can grow at a rapidly increasing rate, since each addi- 
tion becomes a source of further additions. This pro- 
cess of internal growth explains the spectacular ex- 
pansion of the industry in the early years of World 
War II, when the tool bottleneck was virtually broken 
by the end of 1942. However, being at the head of 
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the production stream, the industry can’t, even with 
priorities, lay claim to a larger flow from the produc- 
tion of other industries (except to obtain materials) . 
It has to lift itself by its bootstraps. And it is worth 
adding that machinery for producing machinery takes 
the place, on the production line, of machinery to 
build tanks and planes, just as the steel to produce 
steel capacity takes the place of steel to produce 
armaments. 

At least for the time being, the tool shortage may 
thus be playing a key role in holding output of con- 
sumer supplies at much higher levels than the mo- 
bilization agencies might otherwise dictate. For ex- 
ample, the automotive manufacturers are heavily 
loaded with military orders, yet the steel cutback 
order for the automobile industry was relatively mild. 
How quickly the industry can tool up for guns may in 
part determine how quickly car output will be slowed 
down. 

The supply of consumer goods nevertheless consti- 
tutes one of the major surprises of the first quarter. 
In spite of record January sales in virtually all areas 
of the retail market, retail inventories of both dur- 
ables and nondurables rose in January, and they may 
well have risen further since then, judging from heavy 
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outstanding orders and the abatement of buying 
pressure. (Department store sales in February and 
early March were running 15%-20% ahead of last 
year, as against 30%-35% in January. Mail-order 
houses reported slower and more normal patterns of 
buying in February, with emphasis switching from 
durables to apparel.) 

Manufacturers’ inventories also continued to rise 
in January, reaching about 20% above a year ago, 
but their relationship to sales—and to unfilled orders 
—continued to drift downward. The construction 
industry is also enjoying unexpected activity. Resi- 
dential building in January and February broke all 
records for those months, and home builders, on the 
basis of starts already made and about to be made, 
expect activity to remain at high levels through May. 
(After that, shortages may produce a sharp drop.') 


EMPLOYMENT CONTINUES HIGH 


The combination of sustained civilian output and 
growing military output has kept a record nonagri- 
cultural work force on the job. Employment in the 
nonfarm sector in mid-February remained at the mid- 
January level of 53.0 million. Unemployment, which 
usually increases slightly from January to February, 
actually declined about 4% to 2.4 million, and appar- 
ently continued at least that low in early March. Re- 
ports of layoffs because of material shortages were 
negligible, with the exception of the period of the 
railroad strike. 

Wage and salary receipts continued to grow in 
January, reaching an annual rate of over $155 billion 
(they were at $132 billion a year ago). Rises in other 
components of personal income, principally proprietors’ 
and rental income (including farm income and rents) 
put total personal income in January at $239 billion, 

1A moderate decline in housing starts occurred in February. 
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only $2 billion short of the December rate, which had 
been abnormally inflated by a $6-billion jump in divi- 
dend payments. And in February the income figure 
probably rose above that level, largely because of ris- 
ing farm prices (which increased 4% between mid- 
January and mid-February) and escalator adjust- 
ments to wage rates. (The consumers’ price index ad- 
vanced 1.5% in January, producing wage increases of 
five cents in the automotive industry, among others.) 


ARMAMENT UP, STOCKS DOWN 


The continuing expansion of business borrowings 
prompted the Federal Reserve to sponsor a voluntary 
program under which all financial institutions are 
urged to curb undesirable (inflationary) loans. And 
the Treasury took action to restrain further expansion 
of credit by a new issue of 234% long-term bonds 
for which the outstanding 244% issue may be ex- 
changed. While the eventual outcome of this move 
is still in doubt, at least over the short term it has 
accelerated a gradual decline in bond prices that 
started in mid-February—.e., it has tended to raise 
the cost of borrowing. 

That was at least the superficial picture of develop- 
ments in the first quarter: butter for all; a mounting 
armament program; and a continuance of the basic 
inflationary forces at work since the invasion of Korea 
(see chart, page 132). But starting in the middle of 
February and continuing well into March, some im- 
portant indicators of business sentiment seem to have 
lost the uphill road they had been traveling since June. 

Security and commodity prices turned down in the 
third week of February, and by mid-March! broad 

1Commodity prices began to rise in the third week of. March, 
but were still about 2% below their mid-February peak. Rail and 


industrial stock prices were moving narrowly after recovering about 
half the severe losses of the second week. 
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indexes expressing price trends in these markets had 
shown no clear tendency to recover the lost ground. 

The movement was not entirely localized in the 
trading markets. The BLS wholesale price index 
flattened out and declined sluggishly in late Febru- 
ary. And there were signs that the consumer was 
asserting his authority in the retail market. Meat 
prices fell, in the face of buyer resistance. Mark- 
downs were required to clear out less desirable mer- 
chandise. The steam was out of the buying urge—as 
it had been in October and November, when the U.N. 
was marching back up Korea. Only the higher levels 
of disposable income, and the higher levels of prices, 
seemed to be keeping the year-to-year comparisons 
at 15%-20% above a year ago.’ 

In each of these areas specific developments were 
available to explain the mood of moderation. Se- 
curity analysts spoke of a technical correction, and 
comment was frequent that further correction, over 
the short term, might bring the Dow-Jones industrials 
average down as low as 240 from its mid-March level 
of 245. (At its mid-February peak, the average stood 
at 256.) In addition to the technical correction, it was 
also noted that the impending rise in the government 
long-term interest rate, besides accounting for a soft- 
ening of bond prices, also had deflationary implica- 
tions for equities, since holders of the new 234% 
bonds would presumably require greater incentive to 
switch to stocks.” 

On the other hand, the decline in the commodity 
markets, which affected spots and futures about 
equally, was widely attributed to a growing realiza- 
tion, as the farm marketing season approached, that 
supply of virtually all agricultural commodities will 
be big this year. Crop reports have been good; 
weather has been favorable; the stock of beef cattle 
and hogs is well above 1950. Since last fall, agricul- 
tural prices have clearly been in a range that should 
stimulate heavy 1951 output. And the backward 
pressure of ceilings at processed levels may have 
played some part in holding down prices of those ag- 
ricultural commodities already above parity.* 

Finally, the quiet retail market could be blamed 
on overbuying in January; on Regulation W, to which 
credit stores were attributing declining February 
sales; and on the consumer’s requirements for cash 
to meet his March 15 tax bill. In any event, opinion 
was divided among retailers whether heavy inven- 
tories represented assurance or threat. 

But behind the multitude of separate accountings, 

1At the beginning of February disposable income and retail prices 
were both about 10% above a year ago. 


*The new series is not marketable. To get into cash, investors will 
have to switch first to 119% five-year notes, at par. Since these 
short-term notes are now selling below par, conversion may involve 
a cash penalty, unless sufficient Federal Reserve support develops 
to hold them at par. 


‘However, most of the decline was in commodities below parity, 
on which the purchasing processor could pass on his increased cost. 


all of which may have much truth in them, may lie 
a more fundamental explanation—namely, a pervad- 
ing sense that the emergency had lessened. By mid- 
February, business had been treated to a month of 
continuously favorable news from Korea. With the 
passage of time, fear had dwindled that General 
Eisenhower’s initial efforts at implementing the At- 
lantic Pact would provoke sharp Russian reaction. 
Observers noted a strong feeling that as the United 
States has begun to emerge from the fumbling stage of 
the mobilization the danger of war has begun to sub- 
side; and so might the pace of the mobilization. 
The security market traced out the waning of the 
war scare with remarkable fidelity. Between June 
and January, stocks of the railroads—unusually well 
situated for the impact of war because of their high 
proportion of fixed costs and very favorable treatment 
under the excess-profits tax—rose 43%, while all in- 
dustrials rose 16%. Between February 14 and March 
14, they fell 10%, while all industrials were down only 
5%. And within the industrials the same forces were 
at work. Consumers’ goods stocks moved down 
slowly, while heavy-industry stocks fell sharply. On 


Pressures on the Price Level 


TOTAL PERSONAL INCOME 


(SEASONALLY ADJUSTED AT AN ANNUAL RATE) 


DEMAND DEPOSITS ADJUSTED 


DEFENSE EXPENDITURES 


(AT AN ANNUAL RATE) et 


? 
BUSINESS 
LOANS 


1950 1951 


In billions of dollars. Data for demand deposits are adjusted i = 
bank and United States Government eooat Damen sh brag te 
re — = = rou nepor Se Wednesday nearest end 
of month. ata for these series for arch 
expenditures for March are as of ateseaths eee babes 


Sources: Department of Commerce; Federal Reserve; Treasury ‘ 


Department; Tae Conrerence Boarp 


THE CONFERENCE BOARD 


: 


average, the peace industries—retail trade, finance, 
gold mining, confectionery, soft drinks—moved nar- 
rowly, while war stocks—aircraft, shipbuilding, steel, 
railroad equipment—suffered heavy losses. 

While it could not be said that the NPA itself 
yielded to any sense of lessening pressure, at least 
the cross fire of regulations during February could 
be interpreted as an easing off. While materials con- 
trols were tightened in some areas, the cutback of 
metals for the durables industries looked light when 
originally announced, particularly since it seemed to 
make way for second-quarter automobile production 
at the very satisfactory first-quarter rate. And then 
it was lightened further by rescission of the restric- 
tions on copper and aluminum, leaving only a 20% 
cut in steel. The nickel order was softened to permit 
consumption of inventories. Copper stock piling was 
cut in half. Tin stock piling stopped altogether, and 
wasn’t resumed after the price obligingly fell from 
$1.82 to $1.34 a pound. There were unofficial reports 
that lead and zinc stock-piling programs were being 
reduced, and that rubber prices might be given the 
same treatment that had been so effective for tin. 
It was rumored CMP was not so near after all. 

The slowdown also seemed to be confirmed in 
Congress, as that body adopted a leisurely pace in 
its examination of tax alternatives, and in its dis- 
cussions of limitations on the size of the armed forces, 
and of supplying troops to the Atlantic Pact army. 

By mid-March the public mood may well have 
started to swing back toward a more serious appraisal 
of the future, as the NPA raised set-aside percentages 
sharply for steel fabricators and primary aluminum 
producers, announced a big jump in steel-plate re- 
quirements, and spoke of third-quarter defense needs 
running as high as 70% of aluminum output and 
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30% of all steel output. The draft-and-universal- 
military-training bill was making its way through 
Congress without major difficulty. And Senator 
O’Mahoney, speaking for the Joint Economic Com- 
mittee, was again stressing the need for increased 
taxes and credit controls. And NPA confirmed its 
intention of installing a controlled materials plan on 
July 1. 

The point is that the atmosphere of a partial mo- 
bilization is in a precarious balance. Without the con- 
stant counterweight provided by military operations 
on a significant scale it tends to tip back to more nor- 
mal market patterns. This tipping is naturally most 
conspicuous where expectations are most important— 
in the stock and commodity markets, and at the re- 
tail counter. These are the areas that showed the 
most sensational responses to unfavorable news in 
July and August, during the retreat down Korea, and 
again in December and January, when Chinese inter- 
vention grew into a mass military effort. 

Much of the adjustment during February and 
March may in fact have been healthy. But as the 
mobilization works into the fabric of the economy— 
as a larger proportion of the stock of assets is devoted 
to military demands—the nation may well become ex- 
tremely sensitive to apparent easings of international 
tension, or even to a growing sense of American 
strength and security. That may complicate the job 
of rearmament in a number of ways. (For one thing, 
it could make any large influx into the labor force 
very difficult to achieve.) Here the partial mobiliza- 
tion may meet one of its gravest long-run problems: 
its success internationally may weaken it at home. 


ALBERT T, SOMMERS 
Division of Business Economics 
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FIRST THE TOOLS, THEN THE OUTPUT 


civilian to military production means large-scale 

retooling. So manufacturers are besieging builders 
for machine tools. Not until producers of airplanes, 
tanks, guns, electronic equipment, and other military 
gear get all the machine tools they need can defense 
production move along at full speed. 

And, as the picture shapes up now, more materials 
and manpower will have to be forthcoming for ma- 
chine-tool builders to keep pace with the growing 
tooling-up demands of the defense program. During 
the early stages of World War II, a shortage of ma- 
chine tools was probably the greatest deterrent to 
speeding up industrial production. Lack of sufficient 
machine tools is once again holding down defense 
production. 

So far there has not been very great concern ex- 
pressed about he disparity between accumulation of 
defense orders and only small increases in output. 
Better news from the Korean front may have had some 
effect. The urgency to swing into large-scale defense 
production at this point does not have the intensity 
which existed immediately after Pearl Harbor. And, 
although defense orders have begun to bunch up at 
manufacturers of tanks, airplanes, guns, etc., only a 
small portion of them have as yet been translated into 
actual production. In our present stage of partial 
mobilization, the major emphasis has been on getting 
plants ready for work on military orders. The major 
part of production up till now has been for civilian 
goods. 

But as manufacturers finish up their civilian 
production, they are beginning to devote greater pro- 
portions of their production facilities to government 
contracts. So it appears that in the months ahead 
more emphasis will be placed on speeding up work on 
machine-tool orders to turn out defense equipment. 
Therefore, production of these tools, most of which 
take from three months to a year to build, will proba- 
bly soon start expanding substantially. 


FE: MOST INDUSTRIES, switching over from 


DEMAND GAINS MOMENTUM 


New orders have been skyrocketing and are now 
running at seven to eight times the very low 1949 
rates. In the first months of this uprush of new de- 
mand, the orders were largely for the manufacture of 
civilian goods (including, of course, automobiles) . 
But many of these orders have now been rated and 
are earmarked for defense. 


Production has been climbing slowly, and lags far 
behind demand. This means that heavy backlogs 
have been piling up. By February, the ratio of un- 
filled orders to shipments reached 18.0 to 1. In the 
years between World War II and the Korean war, this 
ratio ranged from 3.2 to 1 to 9.0 to 1. 

New orders in February were over five times as 
large as the 1945-1947 average. Only in three or four 
months in 1942, when the machine-tool industry en- 
joyed the biggest boom in its history, was the Febru- 
ary, 1951, new-orders figure exceeded. Although they 
lag noticeably behind orders, shipments, too, are up 
considerably. They hit the highest point since 1943 
in December of last year—about 35% ahead of the 
1945-1947 average. The upturn, however, was not 
nearly so large as the bulge in orders. January ship- 
ments then fell about 15% from the December level 
owing to material and manpower shortages. Then in 
February shipments turned up again, but were still 
10% below December. March shipments moved up 
closer to the December level, but are still 30% to 40% 
below the months immediately preceding World 
War II. 


BOTTLENECKS PERSIST 


Materials and manpower shortages continue to be 
the major limiting factors in increasing production. 
The machine-tool industry has managed to increase 
its working force to about 50,000 wage earners, com- 
pared to 39,000 a year ago, and has resorted to mul- 
tiple shift operations. However, there continue to be 
numerous cases of machines partly finished, standing 
on the assembly floors waiting for some essential parts 
on which deliveries still lie weeks and months ahead. 

Subcontracting has been another expedient em- 
ployed to speed output. The overloaded machine-tool 
industry is already getting some assistance from other 
types of metal-working plants. Subcontracting ac- 
counted for as much as 15% of total machine-tool 
output during World War II, but virtually disap- 
peared in the slack postwar years. It is now coming 
back in force, and is likely to account for ever-larger 
shares of output as defense production goes into full 
swing. 

A recent NPA action which pools machine-tool 
orders will probably ease materials procurement. This 
order provides for 70% of output to go to direct de- 
fense production. The General Services Administra- 
tion will place orders with machine-tool builders for 
delivery to the Armed Services or to Armed Services 
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contractors. NPA will decide the quantity and types 
of tools needed, but the actual ordering will be done 
by GSA. Builders will be able to apply DO ratings 
to get materials for making these tools. 

The other 30% of production may go to private 
purchasers with rated and nonrated orders. Machine- 
tool builders will henceforth be able to use DO ratings 
to obtain material for at least 70% of their produc- 
tion, possibly much more. 

Distribution of the pool orders among builders be- 
gins this month and, from here on, the industry will 
be engaged chiefly in filling military contracts. The 
pool orders make it possible for machine-tool builders 
to schedule production in advance of orders received, 
with protection under contract for recovery of their 
costs on those machines for which contracts might 
suddenly be terminated at the end of the emergency. 

Thus, when a manufacturer of tanks, guns, or 
other military equipment receives a government 
contract, he will be able to get needed machine 
tools right away. Before this NPA regulation, a 
firm which received a defense contract would place 
an order for machine tools. It would then have to 
wait several months before the tools were finished. 
Long waiting periods holding up defense production 
were thus incurred. They should be avoided once the 
new system is fully in motion. 

What this new pool system amounts to is activa- 
tion of the “phantom orders,” which the government 
placed several years ago. The pool orders placed by 
GSA are a revised version of those “phantom orders.” 
Some tools in the program have been dropped en- 
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tirely, while others are being activated in consider- 
ably larger quantities. 

With the skyrocketing of machine-tool orders after 
the outbreak of war in Korea, the industry had to 
undergo a process of reorientation. This has been an 
added delaying factor. From the end of World War 
II until the middle of last year, machine tools virtu- 
ally went begging.!. In order to maintain profitable 
operations, the industry resorted to the manufacture 
of products other than machine tools—textile ma- 
chinery, paper-cutting machines, oil pumps, hair clip- 
pers, gray iron castings, and a host of others. Many 
companies were making a dozen or more different 
products. 

When war in Korea broke out, the industry was 
therefore caught short. Products, other than ma- 
chine tools, which were in various stages of manu- 
facture or on order and not yet processed, had to be 
ground out before switching back to tools. By now, 
most builders have about cleared their books of these 
sideline products and more plant can be expected to 
be available for machine tools. 

Companies have in recent months been taking 
orders for delivery a year and a year and a half hence. 
However, many firms have stopped quoting delivery 
prices until issuance of a price order that will permit 
the industry to use the quoted prices that prevailed 
during the base period December 19, 1950, to Janu- 
ary 25, 1951, rather than delivered prices. This order 
will be of considerable help to the machine-tool 


1See “Machine Tools Lead the Way,” The Business Record, October, 
1950, 
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industry since prices quoted during the base period 
were significantly above the prices received for tools 
being delivered at that time. 

With the long wait for new machine tools, many 
machine-tool users are buying rebuilt and used ma- 
chines. Demand for these tools has soared since 
Korea. Consequently, prices have also spiraled. Re- 
built and used machine tools are currently selling at 
40% and 50% above year-ago prices. 


ORDERS FROM ABROAD 


Not only has domestic demand for machine tools 
swelled, but orders from abroad, especially the United 
Kingdom, have become heavier. However, export 
orders must first be rated before they can be scheduled 
for production. Also, they must take their chance in 
the 30% of production assigned for foreign and essen- 
tial civilian needs. This is likely to put a limit on 
the quantity of machine tools that can be shipped 
abroad. Consequently, total exports of machine tools 
may not increase much this year even though ship- 
ments to Canada are expected to rise. (Canada and 
the United States are working very closely on defense 
projects.) But they may be above the level of the past 
two years—about $70 million. 


NOT LIKE WARTIME PEAK 


During the peak of war production in 1942, the 
industry had 112,000 workers, plus several thousand 
in plants doing subcontracting. Production at that 
time was $1.3 billion, compared with an annual rate 
of about $425 million now. However, price increases 
somewhere in the neighborhood of 85% have taken 
place in the interim. So actual physical production is 
down to about one sixth of the all-time peak. 

Substantial increases in production are, of course, 
on the way. As much as $500 million or $600 million 
worth of machine tools may be produced this year. 
This will still be only about one fourth of the all-time 
peak in physical volume. However, the need for ma- 
chine tools at this point is nowhere near the peak 
wartime level. First, we are not engaged in a full- 
scale war. Second, tooling-up during the war years 
means that industry in general is in a much more 
favorable position regarding the number of machine 
tools on hand than at the outset of World War II. 

During the depression years of the 1930’s, replace- 
ment of obsolescent machines was neglected. When 
World War II broke out, industries converted to 
military production had to have huge quantities of 
new machines. Consequently, new orders started to 
climb sharply in the middle of 1941. They reached 
an all-time peak in March, 1942—$330 million, or an 
annual rate of $1,400 million. (New orders in February, 
1951, totaled about $160 million.) After March, 1942, 
new orders tapered off gradually, falling to about 
$55 million by December of that year. For the rest 


of the war years, monthly orders averaged around 
$45 million. In the postwar period through 1949 they 
averaged less than $25 million a month. The really 
big bulge in production during World War II lasted 
a little less than two years—from the beginning of 
1942 through the third quarter of 1943. So industry’s 
current requirements, while great, do not approach 
the mountainous proportions of World War I. 


AFTER CURRENT BOOM WHAT? 


As long as the defense program continues to ex- 
pand, the demand for machine tools is likely to con- 
tinue to be heavy. However, when defense produc- 
tion reaches a plateau or starts to decline the demand 
for machine tools can be expected to fall fast, and 
the industry may again face the kind of slump it ex- 
perienced in the years 1946 through 1949. 

The machine-tool industry, like most other capital 
goods producers, is subject to extreme cyclical fluc- 
tuations. It undergoes sharp upturns in production 
when industrial output is on the upgrade and alter- 
nately steep drops when industry retrenches. 


Suirtey S. Horrman 
Division of Business Economics 


A LOOK AT 
PAYROLLS AND PRICES 


P | THERE IS NO up-to-the-minute ticker on labor 
statistics. For example, January figures are gen- 
erally the latest ones available as this is written, 

with fragmentary data for February. In normal times 

this would not matter much. But in this instance, the 
wage-price “freeze” of January 25 gives January data 
special importance. They will be the starting point 
from which to gauge the effectiveness of the “freeze” 
in applying the brakes to the strong upward move- 
ment in wages and prices which began last summer. 

The “catch-up” formula, a hot potato of the mo- 
ment, permits a 10% rise in straight-time hourly earn- 
ings in individual companies since January, 1950. For 
all manufacturing, the Bureau of Labor Statistics in- 
dex shows that these earnings of production workers 
climbed close to 9% on the average from the begin- 
ning of 1950 to January of this year. On the other 
hand, living costs rose 7.6%, as shown by Tue Con- 

FERENCE Boarb’s consumers’ price index. These 

changes are shown graphically in the chart. 

An examination of Tae Conrerence Boarp’s fig- 
ures on the cost of living in January, reveals that: 
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Relative Importance of Budget Items 
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MISCELLANEOUS 22% 
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Per cent of total,"December, 1950 
Source: Bureau of Labor Statistics 


e Food stood at 225.9 (January, 1939—100). 
This was up 2.0% from December and was 12.4% 
higher than January, 1950. The advance from June, 
1950, when war began in Korea, was 8.7%. In the 
case of food, which accounts for some 33% of the 
weight of the consumer budget, substantial addi- 
tional price increases are expected since farm prices 
are free to move up to parity levels. 

e Housing was 117.1 in January, up slightly from 
December, and 2.1% higher for the year period. 
Controls over rentals in many cities dating back 
to World War II account for the low level. The 
costs of owning a home are not directly measured 
by the index. These, of course, have risen sharply. 

e The clothing index at 152.8 was 1.6% higher 
than the preceding month and 6.7% over year- 
earlier prices. 

e Fuel prices in January were 32.6% above the 
January, 1939, base. In other words, the index 
was 132.6, a very small rise from December, and 
a 2.3% increase from the corresponding 1950 month. 

e Housefurnishings stood at 169.4, up 2.2% for 
the month, and 14.8% above January, 1950, levels. 
The year-to-year markup exceeded even that for 
food. 

e Sundries, which include such things as personal 
care, cleaning materials, and transportation, was 
160.6% of the January, 1939, base. The index was 
0.4% higher than December and 3.3% above Janu- 
ary, 1950. 


BLS INTERIM ADJUSTMENT 


The government’s consumers’ price index has just 
undergone what is officially described as an “interim 
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adjustment.” The old figures will be published along 
with the new ones until a major revision, now under 
way, is complete. The interim figures have been car- 
ried back to January, 1950, and are compared with 
the “old” series in the accompanying table. 

The major changes involve: (1) elimination of the 
recognized “bias” in the rent index; (2) the addition 
of new items such as frozen foods, canned baby foods, 
hospitalization, television, etc.; (3) changes in the 
weights of the several groups of items in the “market 
basket” (see chart); and (4) the use of 1950 popula- 
tion weights in combining the city indexes into a 
United States figure. 


EARNINGS AND HOURS STATISTICS 


Average hourly earnings reached a new peak in 
January, although the month-to-month gain was 
smaller. The one-cent boost was in sharp contrast o 
the 2.7-cents increase recorded in December when 
overtime pay and wage adjustments kicked up the 
average. 

Weekly earnings in all manufacturing slipped back 
almost a dollar from the December, 1950, peak, re- 
flecting a reduction in the length of the work week. 
The downward pressure came from the durable goods 
industries where material restrictions, seasonal slow- 
downs for lumber workers and construction suppliers, 
and anticipated year-end shutdowns curtailed Janu- 
ary production schedules. 

Average weekly hours were more than three quar- 
ters of an hour shorter than in December. Cutbacks 
prevailed in all except the leather goods industry, but 
compared with the January, 1950, level there was a 
general rise. Only transportation equipment reported 
an over-the-year decline, totaling two hours. 


WHY RISE IN UNEMPLOYMENT 


In January, the civilian labor force and employ- 
ment declined, and unemployment rose. The Decem- 


The New BLS Consumers’ Price Index 


1935-39 = 100 
All Items 
Old Series! New Series 
166.9 168.2 
166.5 167.9 
167.0 168.4 
167.3 168.5 
168.6 169.3 
170.2 170.2 
172.5 172.0 
173.0 173.4 
173.8 174.6 
174.8 175.6 
175.6 176.4 
178.4 178.8 
181.6 181.5 


sa Aad ett a il So RSID SIR Ro I a Ce eae eee 
1Does not include 1.3 points “‘new unit bias” announced by BLS in October, 1950. 
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ber-January rise in unemployment was less than sea- 
sonal. It was, moreover, the smallest for a comparable 
period since 1946-1947. February figures show little 
change, with 2.4 million unemployed. This contrasts 
with the normal seasonal pattern of a rise from Janu- 
ary to February, reflecting, no doubt, the continued 
high level of industrial activity. 

The reduction in the number of employees in non- 
farm establishments resulted mainly from reductions 
in trade, Federal Government, construction and allied 
activities. The continued strong demand for hard 
goods and stepped-up defense production resulted in 
a further increase in employment in the metal-work- 
ing industries, which reached a new postwar peak of 
7 million employees. Machinery and aircraft ac- 
counted for the major part of the rise. 


Tightening Labor Market Areas 

With manpower requirements for defense growing, 
accompanied by a reduction in unemployment and 
expansion of the armed forces, a number of areas are 
shifting from labor surplus to labor scarcity. By No- 
vember, 1950, no major labor market area reported 
any substantial labor surplus in contrast to eighteen 
which did a year ago. And as a result of these multi- 
ple changes, a total of fifty-six areas had a tight or 
balanced labor supply in November as compared to 
five a year ago. When later data become available, 
an even greater pinch will be apparent. 

Local occupational shortages rose noticeably. The 
most acute deficiencies have occurred in the profes- 
sional, skilled and semiskilled fields; particularly the 
machine-shop and other metal-working trades. In 
almost all areas, mechanical and electrical engineers, 
electricians, draftsmen, et al., continued to be scarce. 


Turnover Accelerates 


Activity in the labor market was characterized in 
January by increased job shifting into higher-paid 


Male Population, 1940 and 1950-1960 


APR. | << JULY {_ ———————_____» 


In thousands; armed forces overseas excluded; July 1, 1951-July 1, 1960, 
are median projections by the Census Bureau 


jobs. A marked rise in the number of factory workers 
leaving their jobs brought the quit rate (a most 
important factor in labor turnover) to 22 per 1,000, 
or double the rate of a year ago. However, this was 
still running less than one half of the peak wartime 
rates. 

Layoffs, meanwhile, declined to the lowest point for 
that month in the last four years. While military sepa- 
rations continued to increase during early 1951, they 
have not yet amounted to a substantial drain on 
civilian employment. 

After a temporary slowdown in December, hiring 
of factory workers rose sharply. All the manufactur- 
ing groups shared in the rise from 30 per 1,000 in 
December to 51 per 1,000 in January—a high for that 
month since 1947. In the durable goods industries, 
the rate was 58 per 1,000 against 34 in December; in 
nondurables, 40 per 1,000 compared with 24. 


Manpower for the Services 


With industry and the Armed Services inevitably 
competing for manpower, it is disturbing to note that 
the pool of young men has been shrinking in the last 
few years. The 18-25 group will continue to shrink 
until 1956, as the chart below makes clear. The 
Pentagon is particularly concerned over the fact that 
the number of 18-year-olds has been decreasing since 
1941 and will continue to drop through 1952. Under- 
lying these declines in the number of young men is, of 
course, the low birth rate of the depression period in 
the early Thirties. Obviously, more women and older 
people wil] have to be recruited to man the war 
plants and fill in for the desk-bound members of the 
Services. 

Paut W. Dickson 
Statistical Division 
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LIVING COSTS IN 33 CITIES LOOK MORE UNIFORM TODAY 


HOW THE CITIES VARY ON TWO DATES 


PER CENT DEVIATION FROM MED/AN 
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In 1935, there was a 25% dif- 
ference between the highest-cost 
and the lowest-cost city, but in 
1950 the difference was only 14%. 


Not only has the spread in costs 
diminished, but many cities have 
changed their relative position. 
New York, which was the fourth 
most expensive city in which to 
live in 1935, is way down on the 
list today. But Houston, one of 
the least expensive cities in which 
to live in 1935, has the fourth- 
from-highest costs today. 


In fact, living costs are no longer 
generally cheaper in the South. 
Nine of the eleven southern cities 
represented had below-average 
costs in 1935, but only four were 
in lower half of array in 1950. 


Moreover, there seems to be 
less correlation now between large 
cities and high costs than there 
~ used to be. Of the thirteen cities 
with a 500,000 or more population 
in 1935, only one had below-aver- 
age costs. By 1950, there were 
eighteen cities of this size; seven 
of them had below-average costs. 


Sources: Margaret Loomis Stecker, “Intercity Dif- 
ferences in Costs of Living, March 1935, 59 
Cities,” Works Progress Administration, 1937; 
Eunice M. Knapp, “Family Budget of City Work- 
er, October, 1950.” in Monthly L Review, 
February, 1951, Bureau of Labor Statistics. 
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The 1935 data shown on the ac- 
companying charts are based on 
the maintenance budget for a four- 
person manual worker's family 
which was developed and priced 
by the WPA. 

The data for 1950 pertain to 
the budget for a _ four-person 
city worker's family developed and 
priced by the BLS. 

The latter budget measures 
a considerably higher level of 
living than the former, but they 
may be compared to show roughly 
how the range in costs between 
the cities has narrowed. 
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THE RELATIVE POSITION OF MANY CITIES HAS SHIFTED 
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CHECKING THE INDEXES 


Output indexes are again high in the news. The purpose of the Federal Reserve 
index and how well it meets the intended objectives are discussed below 


HENEVER production indexes tend to rise 
astronomically because of war goods output, it 
is time to question what the rises mean. 

If it takes an automobile plant the same amount of 
man-hours and materials to turn out one tank as it 
took to turn out twenty-five cars, is the output 
equivalent? Certainly production techniques in auto- 
mobile manufacture over the last fifty years have 
helped turn out the cars—but not the tanks, at 
least not to the same extent. Further, if, say, man- 
hour requirements for tanks exceeded those for cars 
by 10% with material requirements remaining un- 
changed, how many cars should be considered equal 
to one tank? 

If one plant, which had been producing 20,000 auto- 
mobiles a year now turns out 3,000 antiaircraft guns, 
300 tanks and some army °4-ton trucks, just how 
much more—or less—is it producing than before? 

Thus a problem of measurement arises when pro- 
duction shifts to war goods. Normally, only statis- 
ticlans and economic technicians are interested in so 
abstract a question. This is not so when the indexes 
jump, and the figures are used to evaluate industrial 
performance and in forming public policy. For then 
the subject becomes of broad interest. 


During and after the last war, there was much 
argument about just what the rise in the Federal 
Reserve Board index of industrial production,’ the 
most widely used series, meant. The same confusion 
and controversy may arise again. 

It was seriously questioned whether man-hour data, 
which the Federal Reserve used in many industries, 
accurately reflected production. It was pointed out 
that recorded output did not correspond very closely 
with the total of materials known to have been used 
up. It also seemed that the amount of processing or 
fabrication per unit of material was overstated It 
was even suggested that comparisons of wartime with 
peacetime output should not be attempted, because 
the character of production in many industries 
changed too drastically.® 

By 1943, two thirds of production, according to the 
index, was going for war purposes, almost five times 
as much as in 1941. The civilian portion declined, not 
only as a proportion of the total, but in absolute 


1This index includes production of factories and mines. 


*See Cleveland Trust Bulletin, February 15, 1944. 


3Geoffrey H. Moore, “‘Production of Industrial Materials in World 
Wars I and II,” National Bureau of Economic Research, Occasional 
Paper No. 18, March, 1944. 


The Rise in Wartime Production Was in the Man-hours Series 
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PER CENT OF TOTAL INDEX POINTS 
ESTIMATED BY MANHOURS 
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put per man-hour. This means is used to estimate production in indus- 
transportation equipment, chemicals, rubber, furniture and a few groups in 
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terms as well. Apparent physical volume in 1943 
was 35% below 1941. (See chart.) 

As munitions production expanded, the peacetime 
titles of the various components of the index, although 
retained, lost their relevance. Items normally sug- 
gested by the headings either were no longer made 
or were produced in minor quantities. A great deal 
of conversion occurred, especially in the metal-work- 
ing industries. Instead of civilian passenger automo- 
biles, automobile plants produced tanks, aircraft en- 
gines, and military cars and trucks. Much of the 
machinery industry produced ordnance products: 
guns for typewriters; fire control equipment for sew- 
ing machines. 

Measuring production in these industries is difficult 
enough in peacetime. For their products tend to be 
diverse and not highly standardized. The method 
employed is to use man-hours adjusted for productiv- 
ity changes. This measure is thought to pretty much 
indicate physical output. 

But man-hour requirements per unit of war prod- 
uct are far different, so that any productivity allow- 
ance is highly conjectural. Then, too, the idea is to 
measure production accomplished, not just to count 
finished products. 

In the case of shipbuilding, an industry, for ex- 
ample, in which the production process is a long one, 
completions would not accurately measure the work 
done. In industries of this type, an index based on 


By 1943, the War Took Two Thirds of Output 
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In World War Il, the Rise Was Greater in 
Industrial Production 
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finished goods could jump wildly from month to 
month. 

A related problem concerns the degree of fabrica- 
tion necessary for war products. War goods are more 
complex than peacetime products, or, if not, are likely 
to require greater precision. Generally, they must 
take up little space and be as light as possible. All 
this requires more fabrication and more man-hours 
per unit of material. Hence the close correspondence 
between changes in the output of industrial materials 
and total industrial production is disrupted. This is 
demonstrated by the increasing gap between material 
input and finished product output which developed 
in the last war. When the material-producing and the 
fabricating industries included in the FRB index are 
given a one-to-one relationship in 1935-1939 and the 
rise in the same grouping is measured to 1943, the 
output of the fabricating industries is found to have 
increased three times as much as the material-pro- 
ducing industries. The ratio became 1.5 to 2.5. When 
this new fabricating output figure is then divided by 
the new materials output figure, the amount of fabri- 
cation per unit of material input is shown to have 
risen two thirds.* 

The character of production in the material-supply- 
ing industries remains much the same in peace and 
war. The major changes occur at the fabricating 
stage. And it was how the index operated at this 
stage of production that has been most criticized. For 
as war production increased, man-hours statistics be- 
gan to have much more weight in the index? In 


1See Frank R. Garfield, ‘““The Measurement of Industrial Production 
since 1939,” Journal of the American Statistical Association, December, 
1944, p. 451. 

2Man-hours before, during and after World War II are used to. 
measure production activity in the following industries: machinery,, 
transportation equipment, chemicals, rubber, furniture and selected! 
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the base period 1935-1939, 34% of the index was 
estimated by the use of man-hours. By 1941, this 
proportion had grown to 40%. The peak was reached 
in 1943, when the man-hours series represented 56% 
of the index. (See chart.) 

From 1939 to 1943, the total index doubled. How- 
ever, the durable goods sector, which included the 
major war industries, rose more, accounting for most 
of the gain (see chart). The rate of growth, while 
huge and rapid, varied among the different industries. 
The automobile index doubled, while that for the 
machinery industry was four times greater than in 
1939. Aircraft and shipbuilding expanded forty 
times. 

The nondurable goods index rose little more than 
50%. Its increase resulted largely from gains in 
chemical and rubber products, which in turn were 
important in explosives and synthetic rubber output. 
(See chart.) The index doubled for all manufactures. 
Minerals production rose one fourth. 

Aside from the man-hours problem in measuring 
output, other difficulties arose. Steel ingot produc- 
tion, an excellent measure of the steel industry’s out- 
put in peacetime, fails to be so sensitive a barometer 
in wartime. For, with the shift to alloy steels, furnace 
melting times become longer; too, the yields of fin- 
ished steels from ingots become changed.1 A similar 
problem arose in petroleum processing, where longer 
and more complicated refining schedules for aviation 
fuel were necessary. 


SCOPE OF INDEX 


The FRB index under discussion normally repre- 
sents about one fourth of all goods and services pro- 
duced in the economy. It does not cover the trans- 
portation or distribution of products, construction, nor 
the production of raw materials other than minerals. 
Neither does it, of course, measure the output of 
services performed by financial institutions, indi- 
viduals, government and the like. With the wartime 
emphasis on industrial production, which furthermore 
was weighted so heavily by munitions production, the 
index rose much more sharply than total output, or 
gross national product. (See chart.) From 1939 to 
1944, total output increased less than three fourths, 
while industrial production doubled. 

The year 1951 began with the industrial production 
index at the highest level since the end of World 
War II, and only 10% below the all-time high of 247 
reached in October and November, 1943. It could 
well approach this level before too long. 
groups withi d glass. Since September, 
Be ac eatin ag hae Voto taco, 

Much criticism has been directed to whether the Federal Reserve 
has adjusted adequately for productivity changes. The question has 
been raised as to whether, for example, a mechanical formula for 


roductivity in the automobile industry can be projected into a war 
piriad Rien the products produced are vastly different. 


1See March Business Record. 
BUSINESS RECORD 


143 


But, under present conditions, an FRB index in 
the neighborhood of 247 does not mean now what it 
meant then. Since we are not under full war condi- 
tions, the proportion of military output to total indus- 
trial output is smaller. Substantially higher amounts 
of civilian goods are still being produced, and therefore 
even a big increase in munitions will not tend to dis- 
tort the total index to the extent that occurred during 
World War II. 

Substitute materials continue to play a more im- 
portant role in civilian output. As plastics, plywood 
and other substitutes replace scarcer materials, prod- 
ucts will change. In some cases, more roundabout 
production processes will be required. This will tend 
to inflate the output indexes of civilian industries 
measured by the man-hours technique. 

Some adjustments in measurement methods will un- 
doubtedly be taken care of by the Federal Reserve. 
But the complexities of the situation are too great to 
keep the index wholly comparable with “normal” 
peacetime years. For it cannot measure as well in 
wartime as in peacetime, and may not even measure 
in one war period what it measures in another.1 Even 
so, the index can be a useful one if its limitations are 
noted. 

Crcite Potuack 
Division of Business Economics 


1As an example of a shift in production from one war period to 
another: Military aircraft now being produced are heavier, larger 
and more complex than those built in the last war. As a result, some 
models require as much as four times as many man-hours to build. 
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of this study of the pulp and. paper industry is “to assemble 
and analyze the available economic data pertaining to this 
industry so that our understanding of its place in and 
impact upon the economy may be as complete as possible, 
and to examine and appraise its particular problems and 
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Fair Compensation Under the British Labor Govern- 
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AND BOOST LEVIES ON SOME TAXPAYERS LIKE THIS 
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EXCISE REVENUES EFFECTIVE RATES OF TAXATION 
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(CORPORATIONS WITH $10 MILLION INCOME) 
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$28,364 
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ELECTRIC, GAS 0°80 100 ~~*120 140 160 180 200 

& OIL APPLIANCES CURRENT INCOME AS PER CENT OF BASE PERIOD 
<, Whether you consider them luxuries or necessities, The Treasury's take from a business firm could rise 
e you'd pay more taxes on these commodities to 70%, depending on the relationship of current 


MARRIED PERSON 
TWO DEPENDENTS 


SINGLE PERSON 
NO DEPENDENTS 


AY 


$345 $280 $336 Y $45 0 0 
$2,000 z, $2,000 


$1105 $944 _ $1,120 


5,000 


$2,155 $2,436 9612 


10,000 
$10,000 ea NET INCOME BEFORE EXEMPTIONS y 


It would cost more taxwise to stay single, less to be married, compared with peak wartime rates for all but 
the lowest income levels 
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900,000 Fully Insured Oldsters Worked in 
Covered Employment in January, 1950 


TOTAL WITH WAGE CREDITS 


Persons aged sixty-five and over with OASI wage credits, by insurance status 
in millions, January 1940-50 


Source: Social Security Administration 


HE AMOUNT a beneficiary may earn in cov- 

ered employment without forfeiting his benefits 
(and those of his dependents) has been raised to $50 
a month by the Social Security Act amendments of 
1950. The income limit is removed altogether if the 
beneficiary has passed his seventy-fifth birthday. The 
previous ceiling on covered earnings was $14.99, in 
effect since benefits were first payable in 1940. 

At the same time, the amendments greatly extend 
coverage so that there are far fewer opportunities 
for the beneficiary to earn income in noncovered pur- 
suits. Self-employment—the method most generally 
used by an older person to supplement his benefits— 
now also comes under an income limit of $50 a month. 

The imsured person who defers his retirement be- 
yond age sixty-five to remain at work no longer re- 
ceives any increase in his benefit for the extra years 
he may work. Prior to the amendments, the benefit 
was so calculated that each year of coverage resulted 
in an increment of 1% in the basic benefit. 

These are three ways in which the Social Security 
Act amendments affect the decision of the person 
approaching age sixty-five as to whether to retire. 
In making his decision, of course, he will be influenced 
by the further fact that the benefit itself has been 
considerably increased by the amendments.! 

Several questions come to mind when considering 
these provisions. Why should retirement from coy- 
ered employment be a condition for receipt of old- 
age benefits? For what reasons was the covered in- 
come limit fixed at $50 and the lid lifted completely 
at age seventy-five? Why is the work clause applied 


'See “More for More,” The Conference Board Management Record, 
we 1950, for a review of the Social Security Act amendments 
of 1950. 
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only to income from occupations covered by the law 
and not to all income? Is it fair for the older worker 
who remains in the labor force after the legal retire- 
ment age not to receive a bonus for his extra years of 
labor? 

There is a four-part answer to the question of why 
retirement has been made a condition for benefits. 
The first two reasons are a reflection of economic 
conditions during the depression period in which the 
act was passed. They were to encourage the older 
worker to vacate jobs, thereby creating more work 
opportunities for new entrants into the labor market; 
and to prevent the labor market from being depressed 
by subsidized employees. Without a retirement re- 
quirement, it was feared that the latter could occur 
as a result of underbidding for jobs by old-age insur- 
ance recipients. A beneficiary with benefits of $40 
a month might, for example, be willing to work for 
$75 a month (or even less) on a job normally paying 
$100 a month. 

The importance of both these considerations varies 
with work opportunities. They have little weight in a 
tight labor market such as currently exists. Today 
it is thought desirable to keep our workers in produc- 
tive occupations as long as possible. Incentives to 
defer retirement rather than to encourage it are under 
examination. In addition, the current plenitude of 
work opportunities makes it unlikely that a bene- 
ficiary would underbid for a job. 


THEY WOULD RATHER WORK 


Statistics on why beneficiaries retire suggest that 
the availability of old-age insurance benefits has not 
been very effective in encouraging the older person to 
leave work voluntarily. Only about 5% of the men 
and women entitled to such benefits between 1940 
and 1947 left their jobs of their own accord, in good 
health, to enjoy a life of leisure.1 (See table.) The 
older worker has generally chosen to remain in em- 
ployment rather than to retire on the very modest in- 
come provided by the OASI system. We do not know, 
however, how many involuntary retirements resulted 
from the act. Undoubtedly many employers who 
would have retained older workers for humanitarian 
reasons let them go when benefits became available. 

The third reason for the retirement test has to do 


"Margaret L. Stecker, “Beneficiaries Prefer To Work,” in Soci 
Security Bulletin, January, 1951. ch eee 
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with the philosophy of social insurance, and points 
up the contrast between private purchase of old-age 
annuities and government provision of a minimum 
retirement income. Old-age insurance, like unemploy- 
ment msurance, was considered a device for partially 
restoring income to the unemployed worker. As noted 
above, a majority of older workers without jobs are 
unemployed not by their own choice but because of 
discharge or disability. Old-age insurance benefits 
were designed to provide them with a minimum in- 
come during this period of enforced idleness due to 
their age. They were never designed to be paid to 
persons merely on attainment of age sixty-five if such 
persons were willing and able to remain in regular 
employment. 

Conservation of funds is the fourth argument for 
the retirement test and it is this argument that is 
most potent today. The consideration of costliness 
is one reason why a work clause was retained for 
workers aged sixty-five to seventy-four but removed 
for workers aged seventy-five or more. The actuary 
for the Social Security Administration has estimated 
that complete elimination of the retirement test would 
increase the cost of the OASI program 15% to 20%, 
while the removal of it merely for those past their 
seventy-fifth birthdays has increased the cost only 
about 2%. An increase of the magnitude of 15% to 
20% was felt unjustified for the purpose of “paying 
benefits to persons who were actively and substan- 
tially in employment.””? 


CHOOSING THE LIMIT 


The selection of $50 as the earnings limit, as well 
as the elimination of any income limitation for per- 
sons who have attained age seventy-five, is a compro- 
mise. Dissatisfaction had been voiced for a long time 
with the $14.99 limit since it resulted in a number of 
hardship cases. The rapid increase of wages and prices 
with the advent of World War II rendered it an un- 
realistic test of regular attachment to the labor force. 
It was also felt that a revision of the limit would be 
particularly urgent if self-employment were brought 
under coverage. 

Recommendations for modifying the retirement defi- 


1Letter dated January 11, 1951, from Robert J. Myers, Chief 
Actuary, Social Security Administration. The relative cost increases 
cited above relate to the retirement test not only as it affects old-age 
beneficiaries but also widowed mothers and children receiving 


- benefits as survivors. 
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Income Sources of Old People 
100% 


100% 100% OTHER SOCIAL 
ilo INSURANCE® 


ey 


100% =11.6 million persons sixty-five and over in June, 1950. Some persons received 


income from more than one of the sources shown or from sources not shown. 


*Beneficiaries (and their wives) of railroad, civil service, and other government 
retirement programs. 


Source: Social Security Administration 


nition have been based on the following approaches: 
(1) eliminating the work clause altogether; (2) in- 
creasing the earnings limit to a specified higher amount 
($30, $40, or $50); (3) substituting a variable limita- 
tion that either (a) would permit higher earnings 
without forfeiture by a high-benefit recipient than 
are permitted a low-benefit recipient, or (b) would 
result in permitting a combination of wages and OASI 
benefits up to a stated amount; or (4) limiting the 
effect upon benefits of earnings in excess of the speci- 
fied exempt amount to a dollar-for-dollar reduction. 
With the last three approaches have often gone pro- 
posals to remove the retirement requirement entirely 
for those well past sixty-five. 

The fourth approach, together with removal of the 
work clause for persons aged seventy or over, was em- 
bodied in the recommendations of the Advisory 
Council on Social Security, which was of the opinion 
that the retirement test should not be designed to 
encourage persons to cease all gainful work. It rec- 
ommended that at ages under seventy the benefits to 
which a beneficiary and his dependents are entitled 

1The larger the proportion of aged persons who find suitable em- 
ployment, the greater the output of goods and services, and con- 
sequently the higher the standard of living in the community. . . . 
The chief purpose [of the work clause] should be to prevent the pay- 
ment of benefits to persons who continue working for wages at or 
near the level of those earned during much of their working lives; 
such persons have not suffered the loss of earnings against which the 
system insures.”” The Advisory Council on Social Security to the 
Senate Committee on Finance, “Recommendations for Social 


Security Legislation,” Senate Document No. 208, 80th Congress, 
2d Session, 1949, p. 42. 
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for any month should be reduced by the amount in 
excess of $35 which the beneficiary earns from cov- 
ered employment in that month. 

This approach eliminates the possibility of a bene- 
ficiary receiving a smaller total income when he works 
than when he remains unemployed or does a small 
amount of work. It more adequately serves the ends 
of individual justice and encouragement of the bene- 
ficiary to work than does the flat limit. But it would 
be so difficult to administer that the framers of the 
social security amendments avoided it.” 

There seems to be only one justification for the in- 
come test to be applied only to income from covered 
employment. Logically, if the retirement test is jus- 
tified it is justified with respect to all types of income. 
But the only income under surveillance by the Social 
Security Administration is income earned in employ- 
ments covered by the law. For the one reason that 
it would be impossible for the agency to check on 
income from other sources, the limit is applied just 
to income from covered employment and covered 
self-employment. 

One final question remains to be answered. That 
is the fairness of providing the same benefit amount 
to the person who retires at age sixty-eight or sev- 
enty or seventy-two as is provided at age sixty-five. 
This may be one of the many examples of individual 
inequity that are unavoidable under a social insurance 
system. There have been alternative proposals, how- 
ever, that deserve consideration, especially if we ac- 

1For example, a beneficiary entitled to a benefit of $100 on his 
own and his wife’s behalf who earned $75 in covered employment in 
a particular month would have this benefit reduced from $100 to $60 
for that month. His benefits would not be withheld entirely until 
his earnings amounted to $135 or more. In contrast, the present pro- 


vision entirely suspends the $100 combined benefit if earnings for 
the month amount to more than $50. 


’Dr. Arthur J. Altmeyer, commissioner, Social Security Ad- 
ministration, testified that in his opinion such a provision is “un- 
workable’”’ and that the problems and expense of administering it 
would be “utterly beyond the advantages that would accrue in the 
comparatively few individual cases.” Hearings before the Committee 
on Ways and Means, House of Representatives, 81st Congress, 
Ist Session, on H. R. 2893, Part 2, 1949, p. 1215. 


Beneficiaries Prefer To Work 


Reason as Reported by Beneficiary 
for Terminating Last Covered Job 


1941-42? 


Lasts] Ob teed trp x anaes os 55.7 46 .2 53.2 
Quirgob 4 cen sede 44.3 | 53.8 46.8 
Healtlinetacnrcst eer: 33.8 41.1 34.9 
Wished to retire.......... 4.7 5.6 5.5 
Other reasons®............ 5.8 el 6.4 


12,380 male entitlements in seven large cities 

2567 male entitlements in twelve middle-sized cities 

3341 male entitlements in Boston 

4218 male entitlements in Philadelphia and Baltimore. (These cities also included 
in seven large cities of 1940 study) 

5For example, they had sick wives to take care of, or disputes with their employers 
or fellow employees 


Source: Bureau of Old-Age and Survivors Insurance 


Per Cent of Male Entitlements in Twenty Citie ‘ 


cept the goal of keeping our older people in productive 
occupations as long as possible. One suggestion is that 
the benefit amount be increased 1% for each month 
that retirement is deferred after age sixty-five.’ In 
that way a person who cannot accumulate sufficient 
supplementary income to retire at age sixty-five on 
his OASI benefit would be given the opportunity of 
increasing that benefit by postponing his retirement. 


Miriam Civic 
Division of Business Economics 


“Financing Old Age,” by Henry W. Steinhaus, Studies in Indt- 
vidual and Collective Security, No. 4, National Industrial Conference 
Board, 1948, pp. 35-6. 


ECONOMIC NOTES 


More Power to the Worker 


. in America the industrial worker uses about three 
times as much electricity as in Britain, the relative figures at 
the end of 1948 being six units per man hour as against two 
in Britain. The American figure represents energy used 
entirely for industrial purposes. This large difference is 
attributed to the more extensive application of mechaniza- 
tion to industry.” Source: “Electricity Supply,’ Anglo- 
American Council on Productivity, September, 1950, p. 11. 


“ee 


Dividing the Tax Burden 


“If tax increases are to be successful in reducing spend- 
ing, they must not be used as the excuse for raising the 
prices, profits, or wages of those on whom the tax is intended 
to rest. If any major economic group is able to escape the 
burden of the tax increases by securing a compensating in- 
crease in income, both the intended burden distribution and 
the intended reduction in spending are frustrated. It then 
becomes necessary to increase the burdens and reduce the 
spending of other economic groups. This is unfair and en- 
larges the required volume of taxation, thereby intensifying 
all the problems which high taxes produce.—Source: “The 
Economics of National Defense,’ Fifth Annual Report to 
the President by the Council of Economic Advisers, Decem- 
ber, 1950, p. 17. 


Men vs. Women in Industry 


“Manufacturing establishments in New York State em- 
ployed 1,954,800 wage and salary workers’ in October, 1950, 
and of these approximately one in every seven was an office 
worker. Weekly earnings of nonsupervisory office personnel 
averaged $56.30. Men in this group received $70.69, about 
75 cents less than male production workers, and women 


Revised estimate based on employment benchmark for March, 1950. { 
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earned $47.91, or nearly $4 more than women in the plant. 
Office personnel with supervisory duties averaged $105.94 
per week. Earnings of men in this category amounted to 
$109.56 while women received $78.30. Compared with 
October, 1949, weekly earnings of nonsupervisory office 
workers rose about 7% and those of supervisory employees, 
8.5%. Women filled approximately half of all white collar 
jobs in manufacturing industries; they held two of every 
three nonsupervisory jobs and one of every ten supervisory 
positions.” —Source: Labor Market Review, December, 1950, 
ER 


The Treadmill in Italy 


. . if we admit for the sake of argument that we suc- 
ceeded in the first five postwar years in covering half the 
loss the war inflicted on our national assets and if we also 
admit that in the next five years we shall succeed in cover- 
ing the other half, all we shall have done is to reacquire in 
1954 or 1955 national assets equal to those we had in 1938. 
But in 1954 or 1955 the Italian population will number not 
less than 48 million souls as compared to 43 million in 
1938. And one of the consequences of this change in the 
numbers will be that when our national assets have been 
fully restored, the means of production and reception at 
the disposal of each Italian will amount on an average to 
less than 90% of those of which he could avail himself prior 
to the war. 


“ec 


“And when we reflect on the notorious insufficiency of 
economic equipment which characterized our country even 
before the war, the gravity of such a prospect must certainly 
be obvious to all.”—Source: “Italian Economic Survey,” 
November-December, 1950, p. 5. 


The Planners’ Pitfall 


“We quickly converted ourselves to the convenient view 
that we would pursue the smart and cheaper policy of em- 
phasizing merely the millions for research and development 
aimed at providing the wonder weapons of 1955 or 1960 and 
save billions through contenting ourselves with skeleton 
military forces. Again we had to learn the hard way. Un- 
fortunately for our calculations, the enemy did not choose 
to fight that way; the enemy elected not to be governed by 
our views as to probable time, place, and weapons. In con- 
sequence, we have learned painfully that it is not sufficient 
merely to emphasize research and development on wonder 
weapons of the future. By all means such programs should 
go forward, and with stronger emphasis in terms of alloca- 
tion of funds and personnel, but that alone is not sufficient. 


‘That program must be accompanied also by the building up 


and maintenance of strong forces in being, armed with the 


best weapons of today. 

“The condition in which we find ourselves today perhaps 
epitomizes the most pervasive and most deadly of all dangers 
that beset the path of the planner. In the nature of the case, 
planning must proceed on the basis of assumptions, explicit 
or implicit. In any such set of assumptions, it will often 
be found that one of these is basic to the entire planning 
job; that this one certain assumption has set the course 
for a chain of planning steps. If that basic assumption 
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turns out to be wrong, all the consequential steps may turn 
out to be pointless, or worse. This then represents the 
planners’ pitfall.’"—Source: From “Mobilizing American 
Industry and Resources,” by Ralph J. Watkins, Director 
of Research, Dun & Bradstreet, Inc., before meeting of the 
Academy of Political Science, Hotel Astor, New Y ork, New 
York, November 8, 1950. 


Water for Industrial Use 


“Most people realize the importance of water for domestic 
use, transportation, agriculture, electric power and recrea- 
tion. However, its importance in manufacturing is not so 
generally known.” The accompanying table illustrates its 
use for this purpose: 


Product Unit Gallons to Produce 
me Unit 
Airplane engines............ 1 engine 50,000—125,000 
[oh Le SX) REGS ae eee Sea gallon 100 
ALIN UM See see eee pound 160 
Brewing (beer) -.2))...2.5 00. barrel 470 
Brick, common............. 1,000 bricks 30-100 
Canning ae eee 100 cases of #2 cans} 2,500-25,000 
Cement, Portland........... ton 50-250 
Electric power (hydro)...... kilowatt 80 
Gasoline........ Pion caer gallon 7-10 
Gypsum ore, processed...... ton 50-120 
Iron ore (magnetite concen- 
trate)! cathe nee een. long ton (2,200 Ibs.) 500-4,000 

Oil refining........ Nee barrel 750 
Paperey stent ae ton 5,000-85,000 
Pulp ein date cc cc at ks ton 60,000-80,000 
SOs oem sates Sek eee ton 500 
Dbeanr powers cies eos ton of coal consumed} 60,000-120,000 
Textiles....................] 1,000 Ibs. processed | 1,000—20,000 
Rayon.....................! 1,000 lbs. processed | 135,000—160,000 


Source: Table from American Waterworks Association 
Journal, January, 1946; reprinted in New York State Com- 
merce Review, New York State Department of Commerce, 
Albany, N. Y., November, 1950. 


New Family Budget Priced 


The third annual budget for moderate income families 
has recently been published by the Haynes Foundation. 
This budget is designed to show how much a family of four 
living in the Los Angeles area in modest circumstances must 
pay for the things it requires. The hypothetical family 
under study is composed of a father 39, mother 36, boy 13, 
and girl 8. 


In September, 1950, the budget cost $4,483, about a 2% 
increase above its cost a year earlier ($4,395). The cost of 
the major components of the budget are shown in the table 
below. In explaining the change in costs from 1949 to 
1950, the author of the study, Miss Gloria S. Goldberg, 
points out that there is: 


“a startling 12% to 138% drop in automobile expense. 
An explanation for this can be found in the fact that in 
the determination of automobile costs in September, 1949, 
a prewar car hypothetically was turned in as partial pay- 
ment on a one-year-old used car; in September, 1950, a 
four-year-old car was turned in as partial payment on 
a one-year-old car, which condition required a smaller 
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outlay for the family due to the automobile’s higher trade- 
in value. If the cost of maintaining an automobile is 
subtracted from the totals for 1949 and 1950 and if the 
new subtotals then are compared, there is reflected a 
3.9% increase in the costs to the family for its annual 
maintenance.” 


The Haynes Foundation is a charitable and educational 


trust organized “for the purpose of promoting the well-being 
of mankind.” 


ANNUAL COST OF HAYNES FOUNDATION BUDGET FOR 
MODERATE-INCOME FAMILIES (LOS ANGELES) 


September, September, 
1950 1949 

ROtal Peperomia. cited he ohn eae $4,483 . 40 $4,395 .38 
PLAX Cs nrg oe aeRO hts tie SI 463 .89 431.46 
Hood Maaeaie nos cc ais ores to eee 1,342.03 1,298 .29 
Glothine tit yars cor or ees pra aaes 387 .62 374.06 
Housing rrr a caer cer os 559 .68 524.04 
House operation..................- 156.80 153 .38 
Furniture and household equipment. . 149.05 136 . 44 
Automobile expense................ 444.95 510.16 
Medical, dental, and eye care........ 316.72 307 .37 
Insurances cy eens eerie caren rar 174.42 174.42 
Otherjexpenses*s.cn nearness 488 .24 485.76 


{Includes all direct taxes (federal income tax, unemployment compensation dis- 
ability benefits tax, old-age insurance, state sales tax, excise tax, and automobile 
Tegistration and license). 


?Care of the person, recreation, carfare, tobacco, gifts, association dues, con- 
tributions, incidental expenses. 


Spiral by Fiat 


“The spiral of ever-increasing wages by administrative 
decision made possible by the present technique [under the 
Walsh-Healey Act] is limited only by the capacity of the 
staffs of the BLS and the Division of Public Contracts to 
process such cases and by the effect which plants not en- 


gaged on government contracts have on the wage struc- 
VAUUREL oo o 


“In times of declining wages, of course, economic forces 
would readjust minimum wages in those specific plants 
which do not work for the government. Also, any industry 
could ask for a redetermination. . . 


“But it is always difficult to lower wages once they reach 
a higher level. Obviously, too, the larger the segment of the 
industry that does do business with the government the 
more difficult will such adjustments become. 


“At the extreme end of the picture is the aircraft indus- 
try. Practically every plant does the major part of its 
business with the government. Prevailing minimum wages 
once determined by the Secretary cover practically all the 
production workers in the entire industry and would there- 
fore never be able to drop below the floor established by 
the determination. A general decline in wage rates in other 
industries would have no effect whatsoever on the aircraft 
industry which would be effectively isolated from the 


normal economic forces affecting wage rates in other in- 
dustries. 


“It has been calculated that this ‘freezing’ of aircraft 
wages would have imposed a burden of $50,400,000 on the 
industry and on the purchasers of aircraft if the wage levei 
in the durable goods industries had dropped from the De- 
cember, 1948, to the 1947 level.”—Source: Gerard D. Reiily, 


Reuben S. Haslam and Rudolf Modley, “Threat of the 
Walsh-Healey Act,” Harvard Business Review, January, 
1951. (See “Wage Floors by Walsh-Healey” by Herbert R. 
Northrup in The Conference Board Business Record for 
June, 1950, for an informative article on this subject.) 


Back to When a Dollar Was a Dollar 


Early last year, the Council of Economic Advisers released 
estimates of gross national product in constant dollars for 
the period 1890-1949 in connection with its Annual Eco- 
nomic Review, January, 1950. These estimates are almost 
identical in overlapping peacetime years with the United 
States Department of Commerce data published in January 
of this year in the Survey of Current Business. 


GROSS NATIONAL PRODUCT, 1890-1950 


T909=1918 5.5..6.ac eee n.a 46.1 238.0 
1919). A Sem ee n.a 61.9 320.0 
1920 ocr ei cee carchioere n.a 58.3 301.2 
x AUS Pts aay ie SR rs ta ERS n.d 54.3 280.7 
1029 5. carro aoe ee eee n.d 60.6 313.3 
1992S: ctoec.2 See eae eee n.a 69.3 358.3 
0 Ee ON ERR Ss oa n.a 70.1 362.2 
19QDiee coke See eee n.d. FESS 378.7 
OSG cecitchaee teresa ceeiees eee n.d 76.6 395.9 
BE ATP Caen oh Ree n.a 77.8 402 .3 
TODS rare crs opaenuoar sie ees n.a 80.1 413.7 
19 OO Sr arctan eee 103.8 85.9 443.9 
19380) tee pete eee 90.9 78.1 403 .6 
LOS Lo cect ce See 75.9 TRA} 373 .6 
fe AS ie ES Nd 58.3 61.9 319.9 
LOSS ito R tee ee ae 55.8 61.5 317.8 
LOS. Sonne ees: 64.9 67.9 350.9 
1985 eee eee 72.2 73.9 381.9 
TOSOPysce aoc otters 82.5 83.9 433 .6 
1987 ae eee eee 90.2 87.9 454.3 
1988 5.2 Shere See 84.7 84.0 434.1 
LOS9.185 : ike eh eee 91.3 91.3 471.8 
1940): kon ectet Sommer 101.4 100.0 516.8 
LOA tee eRe nie: 126.4 115.5 596.9 
1940. pl dop ee eee ee 161.6 129.7 670.2 
1943 2) cee ee 194.3 145.7 753.0 
TO44 tic vielovenayees a Re 213.7 156.9 810.9 
DQ 4S ers acs,ie area 215.2 153.4 792.8 
LOG Set amma ke ete ee Sua 138.4 715.2 
LOA A cots Se ee 233 .3 138.6 716.3 
TQAS* Gis Siete, coe eee 259.1 143.1 739.5 
1940). S kttnis ere wen eee 255.6 142.3 735.4 
9000.0 coe eee 278.8 152.4 787.6 


n.a.Not available. 5 
aBased on incomplete data, CEA estimate. 


Source: Department of Commerce; Council of Economic Advisers; 
series linked by THE CONFERENCE Boarp. 


Since the two series are in such close accord, it is possible 
to extend backwards to 1890 (based on movements in CEA 
data) the official Department of Commerce figures which 
start with 1929. The long-term series in actual 1939 dol- 


lars and expressed as an index (1890=100) is shown in the 
above table. 
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USE OF MOST MINERALS OUTPACES DOMESTIC PRODUCTION 


Primary Production 


+ 


COLUMBIUM CONCENTRATES 
TANTALUM CONCENTRATES 
QUARTZ, RADIO GRADE 
DIAMONDS, INDUSTRIAL 
TIN 

CHROMITE 

NICKEL 

MICA, SHEET & PUNCH 
BERYLLIUM CONCENTRATES 
ASBESTOS 
MANGANESE ORE 
PLATINUM GROUPS 


For the minerals listed above, we were very dependent on foreign sources; 
less so, for those listed below. For example, in 1949 we had to look elsewhere 
than home for our entire supply of columbium concentrates; but 94°/, of our 
crude petroleum was home mined. 


COBALT 

ANTIMONY 

MERCURY 

ALUMINUM (REFINED) 
GRAPHITE (NATURAL) 
BAUXITE 

LEAD 

KYANITE 

COPPER 

TUNGSTEN 

PIG IRON & SCRAP 
FLUORSPAR 

ZINC 

MAGNESIUM (REFINED) 
CRUDE PETROLEUM 


Importance of secondary production varied greatly (as per cent of total 
tion): 
Plate For most of the following we 
produced more than we used: 


ANTIMONY 


LEAD 
PIG IRON AND SCRAP 


PLATINUM GROUPS 
COPPER 

TIN 

MAGNESIUM (REFINED) 
ALUMINUM (REFINED) 
ZINC 

NICKEL 


MOLYBDENUM: CONCENTRATES 

ANTHRACITE 
PHOSPHATE ROCK 
SULPHUR, NATIVE 
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Profits move with sales. . 


1939 = 100 


NET PROFIT FROM 
MERCHANDISING 


OPERATIONS 
BEFORE TAXES 


| PERCENT OF SALES 
19290325 35, 38, cdl oo 44 4750 


Data relate to specialty stores, with annual sales over $1 million beginning in 1945, and over $500,000 prior to 1945. Data for 1950 are nine-month totals, except for sales, which 
is an annual estimate based on the nine-month total. Where not shown on chart, data are unavailable. 


CP R- IS THE RETAILER’S NEW BIBLE; 

the Office of Price Stabilization the au- 
thor; the Government Printing Office the publisher. 
Amended and revised editions are expected. It takes 
the place of the General Price Ceiling Regulation of 
January, 1951, under which most of the economy 
operates. 

Why the special regulation for retailers? Because 
they are at the end of the pricing process, and a time 
lag has caught them in a squeeze. How is the squeeze 
relieved? By applying former percentage markups to 
goods which now cost the retailer more than he paid 
in the base period, December 19, 1950-January 25, 
1951. 

The situation which caused the change may be eas- 
ily illustrated. All prices began to move up rapidly 
after the outbreak of the Korean war, but, as is 
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inversely with markdowns . 


12 
10r 4 

cae. f 
na 


PERCENT OF SALES 


NET PROFIT FROM 
MERCHANDISING 
OPERATIONS 
BEFORE TAXES 


PERCENT OF SALES 


1929 "32 35 "38 ‘41 44 ‘47 50 


PRICE CONTROLLING 


usual, there were irregularities in the process. When 
the price freeze came along, the housefurnishings re- 
tailer, for instance, found that his prices were frozen 
at 12% above June, 1950, while the cost of his goods 
was frozen at about 19% above that month. The 
seller of apparel was in a similar fix; retail prices were 
up 8%, while wholesale prices were up 12%. 

As a result, the retailer found himself in a tighter 
cost-price squeeze with each passing day. He could 
obtain a fair return while his sales were being con- 
summated from inventory that he had bought at an 
earlier lower cost. But as soon as he had to replace | 
inventory, he found that he had to pay higher prices 
for goods under the same legal provision that pro- 
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inversely with expenses. . 


PERCENT OF SALES 


NET PROFIT FROM 
MERCHANDISING 


OPERATIONS 
BEFORE TAXES 


PERCENT OF SALES 
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show little relation to markups 


MARKUPS 


PERCENT OF SALES 


NET PROFIT FROM 
MERCHANDISING 

OPERATIONS 

BEFORE TAXES 


1929 "32 35 "38 ‘41 44 47 50 1929 "32 35 "38 ‘4I ‘44 ‘47 ‘30 


Source: Controllers’ Congress, National Retail Dry Goods Association 


THE RETAILER 


hibited him from charging more. Thus the retailer 
was caught in the middle of the normal time lag that 
occurs before an increase in prices at the manufac- 
turing and wholesale levels are reflected at retail. 

In the seven-month period, from June, 1950, to 
January, 1951, the retail price of all commodities 
rose 8%, while wholesale prices of all commodities 
rose 14%, all manufactured products 13%, and raw 
materials 15%. 


THE MARKUP ROLE 


With retail ceilings going on a markup basis in 
order to correct for these price lags, it becomes im- 
portant to examine the nature and history of markups. 


BUSINESS RECORD 


As a percentage of the retail price, the markup is 
fairly inflexible. This is evident in department and 
specialty stores where markups are practically in- 
sensitive to cyclical change, varying within an ex- 
tremely narrow range of limits.1 

Consider, for example, the markup experience of 
specialty stores over the past twenty-two years. 
Among these stores (see chart), the markup before 
discount allowances? was 38.5% of retail price in 
1929; in 1949 it was 39.8% and during the first nine 

1The markup is figured as the difference between the retail selling 
price before markdown and the net cost to the retailer divided by 
the retail selling price. Tables in the regulation refer to the markup 
on net cost, but retailers are permitted to convert these for use as a 
markup on the selling price. Net cost equals the invoice cost to the 
retailer less all discounts. No freight or handling charge or OPS 
adjustment charge may be added. 

This is the basis used for markup data presented throughout this 
article. 
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months of 1950 it was about 40.5%. Between 1929 
and 1950, the markup peak was attained in 1941 at 
40.7%, and the lowest point was hit in 1929 at 38.5%. 
The range was within 2.2% of retail price. 

This contrasts markedly with other retail figures. 
Sales changed as much as 241% during the same 
twenty-two year period. Markdowns! varied within 
a range of 7.4% of retail sales, total operating ex- 
penses? were within 9.3% of sales, and net profit 
from merchandising operations® rose from a trough 
of a 4.7% loss on sales in 1932 to a 9.57% profit on 
sales in 1944. Experience indicates that changes in 
markups are small and that, so long as they remain 
in the same range, other factors determine the main 
changes in operating profits. 

Net profits from merchandising operations are sen- 
sitive to changes in sales volume, with which they 
vary directly; are tempered by changes in the mark- 
down-to-sales ratio, with which they vary inversely; 
and by total expense-to-sales ratios, with which they 
vary again inversely. For example, among specialty 
stores (see chart) operating losses were heavy—at 
4.7% of sales in 1932 (when sales were on the decline, 
with markdowns hitting a peak). In 1944, the oppo- 
site situation existed. Operating profits were high, 
sales were rising, and markdowns and operating ex- 
pense ratios were at particularly low levels. Yet 
markups changed slightly (from 38.9% in 1932 to 
39.97% in 1944), while net profits from merchandising 
operations climbed sharply from a loss of 4.7% on 
sales to a profit of 9.5% in the interval. 

In most lines of merchandise, markups were re- 
markably stable until 1941, when they moved con- 
_servatively but noticeably upward and away from 
their historic level. But these increases were short 
lived. Subsequent price controls forced a decline in 
markups, many of which were caused by the cost- 
absorption policy of OPA. 

As yet, only limited information is publicly avail- 
able on markup practices in the post-Korean period. 
Clothing, furniture, piece goods and housefurnishing 
goods, however, give indications of a post-Korean rise 
in retail markups, similar to 1941. A rise in the aver- 
age markup soon after Korea was the general tendency 
among total department and specialty stores. 


re ee ey 


February-July | February-October 
Annual Sales 1950 0s, 1949 1950 vs. 1949 
Department stores over $1 million..... +0.1 +0.4 
Specialty stores over $1 million........ +0.3 +0.7 


Source: Controllers’ Congress, National Retail Dry Goods Association; T: 
» Nat: n; Tur Con- 
FERENCE Boanp. Data are medians of the respective categories. 


*Markdowns represent retail price reductions, including discounts 
to employees, expressed as a percentage of net sales. 

*Total operating expenses are the sum of administrative, occupancy, 
publicity, buying and selling expenses (including labor) expressed 
as a percentage of net sales. 

3Net profit from merchandising operations equals gross margin 
less total operating expenses. It represents net profits before taxes 
and before other net income from leased departments, from net inter- 
est, from net rent earned, and net sundry revenue. 


These data imply that when markup records are 
reviewed OPS may find itself in a position to force 
rollbacks on markups under the rulings of CPR-7 
if it so desires. It appears that markups in the year 
before Korea were, in general, closer to normal from 
a historical viewpoint. Individual retailers will no 
doubt examine their recent markup records to de- 
termine whether they are liable for any rollback. 


THE NEW PRICE ORDER 


The OPS price order, issued February 27, 1951, 
limits retail markups on many, but not all, con- 
sumer goods. Items that were freed from the ceiling 
price freeze and placed under margin-type price con- 
trol are clothing for men, women and children’s ready- 
to-wear accessories, shoes, all piece goods, household 
textile items (curtains, blankets, draperies, sheets) , 
all furniture, rugs and lamps. Items that remain 
under the straight ceiling freeze order and are not 
included under regulation CPR-7 are foods, drugs, 
beverages, cosmetics, jewelry, appliances, housewares, 
automotive equipment and supplies, building supplies 
and hardware. 

The latter wide group was excluded in order to 
place in operation as quickly as possible a system 
based on margins. Future orders of the margin type 
are expected to bring more of these items under that 
system. And, thus far, retailers selling less than 
$20,000 annually of CPR-7 items have the option of 
remaining under the general ceiling price freeze order 
of January 26, 1951. 

Every retailer subject to CPR-7 is required to pre- 
pare a pricing chart (available for inspection) that 
itemizes all goods he offered for sale on February 


Typical Departmental Markups 
% of original retail price 


ae WOMEN’S COATS & SUITS 
390.6 pee ee 
MEN’S Se 39.0 
FURNISHINGS 
39.1 
38:8 WOMEN’S 
=~ DRESSES “~ 
39.5 5, Sef “N30 
DOMESTIC ~ ING 
38.9 FLOOR COVERINGS: 


1937 39 “Al °43 45 47 49 
Spaces between horizontal lines represent one point of the index. 1937~'44 for 
department and specialty stores, annual sales over $.5 million; 1945-47 for 
same category of stores, annual sales over $1 million; 1948-49 for depart- 
ment stores, annual sales over $1 million 
Sources: Controllers’ Congress, National Retail Dry Goods 
Association 
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24, 1951, what he paid for those goods, and what his 
percentage markup was on that date. Under the 
regulation, these percentage markups are henceforth 
frozen at their February 24 level. The order requires 
retailers other than mail-order establishments to be- 
gin using the pricing rules under CPR-7 no later than 
April 30, 1951. When a retailer receives a shipment 
of goods, he applies the permissible markup to his 
net cost, and thus determines its retail price. By 
July 1, 1951, all merchandise must be marked or 
visibly tagged with its legal price. 

The regulation operates so as to reduce any abnor- 
mally high markup that might have prevailed on the 
list date of February 24. Also, it allows the retailer who 
was caught in a markup squeeze! as a result of the 
former price regulation to determine a normal markup 
by using his next-to-the-last invoice in preparing his 
pricing chart. 

The general intent of the authorities is eventually 
to establish markups at their pre-Korea level. For 
this reason, each retailer is required to maintain data 
by departments, showing the percentage markups 
used in the four quarters prior to Korea. He is also 
required to maintain current quarterly records on the 
same basis. Where markup data have not customarily 
been collected, gross margin? data must be reported 
by retailers whose 1949 sales of CPR-7 items exceed 
$50,000. These reports will enable OPS to compare 
the effect of margins established by CPR-7 with mar- 
gins in the pre-Korea period. 


EFFECT ON CONSUMER PRICES 


Although rollbacks to a pre-Korea date are cur- 
rently avoided under CPR-7, any great increase on 
February 24 over pre-Korea markups will be re- 
vealed through this record-keeping requirement. Theo- 
retically, OPS could force retailers to roll back mark- 
ups to the “normal” levels that operated in the year 
prior to Korea if it can prove that current markups 
are at an undesirably inflated level. The average 
buyer cannot easily discover if an asking price is 
legal because of the margin control nature of CPR-7. 
So the major task of policing markups will belong to 
the price controller. 

The voluminous record-keeping required from re- 
tailers, although cumbersome and somewhat costly 
(particularly to the smaller ones), is designed to aid 
the price controller in maintaining a check on price 
practices. 

Since the effect of CPR-7 is to relax the generally 
prevailing retail margin squeeze, many prices at re- 
tail will be allowed to rise above the ceilings set under 


1By comparing the February 24 markup with previous markups. 

*Gross margin on sales is the difference between total sales and 
cost of goods sold divided by total sales. Cost of goods sold is equal 
to the sum of the invoice cost of the beginning inventory for the 
reporting period and the invoice cost of all purchases for the report- 
ing period less the cost of the ending inventory 
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the General Ceiling Price Regulation in January. 
There is little doubt that the consumers’ price index 
(which is weighted about 15% to 16% by clothing 
and CPR-7 home furnishings prices) will creep up- 
ward. Prices of articles under markup control will 
probably continue to rise as long as_higher-cost 
goods replace goods in retailers’ inventory bought 
at lower cost. 

Even if no future change in manufacturers’ and 
wholesale prices to the retailer is assumed, the time 
required to stabilize retail prices will vary from de- 
partment to department and from store to store as 
does the number of months it takes to turn over 
such lower-cost inventory as may now be on hand. 
Inventory accumulation following the post-Korean 
buying spree raised the volume of retail inventories so 
that today they are above their levels of a year ago. 
Consequently a greater time span is required to ex- 
haust the lower-cost retail inventory stock pile. 


RETAIL HEADACHES UNDER CPR-7 


Although CPR-7 is expected to ease the retailers’ 
lot considerably, provisions of the regulation may 
cause a few special headaches. For instance, they are 
required to absorb any increase in their unit over- 
head costs. This ruling is based on the OPS supposi- 
tion that, in the period immediately ahead, the ratio 
of operating expenses to sales should decline as sales 
continue at high levels, as markdowns become less 
significant, and as some services are reduced. This 
was the experience of retailers in the period of short 
supply and sellers’ markets during the early Forties. 
A sharp decline occurred in operating expenses and in 
markdowns relative to sales during World War II. 
Panels 2 and 8 of the chart show this vividly. 

If prices charged to retailers are reduced through 
future OPS regulations or other causes, retailers’ sell- 
ing prices will reflect the reduction. But retailers 
may be required to absorb all or any part of an au- 
thorized rise in manufacturers’ or wholesalers’ prices 
under Section 31 of the regulation. A retailer may not 
include in net cost any item on an invoice received 
by him labeled “OPS adjustment charge.” At the 
moment, OPS has given no indication as to what will 
or will not be included under an adjustment charge. 

Theoretically, if a price increase granted to a manu- 
facturer or wholesaler by OPS is authorized as an 
OPS adjustment charge, the retailer would be re- 
quired to absorb this increase just as he had to under 
OPA’s MPR-580. Where the pressure of increased 
material and labor costs continues in strength on the 
preretail level, a potential rise in cost to retailers 
forebodes cost absorption by the retailer.1 An in- 
crease, for example, in textile manufactured goods 
prices could potentially squeeze the retailer seriously 


1Cost absorption was one of OPA’s most criticized policies. It was 
required of every industry and every distributive trade, and many 
hardship claims arose under its provisions. 
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under this provision. A more comprehensive interpre- 
tation of Section 31 seems needed by OPS to forestall 
controversies. 


Pushing Low-end Items Off Shelves 


Rising costs usually first hit low-end items, on 
which producers ordinarily have low profit margins. 
Under OPA, producers were granted price increases on 
many of these items in order to stimulate low-end 
production. Despite these adjustments, many low- 
end items disappeared because manufacturers could, 
in a sellers’ market, concentrate on high-price, high- 
profit lines. If manufacturers’ and wholesalers’ prices 
are permitted to advance and if retailers are required 
to absorb these increases, retail margins on low-end 
items will be squeezed first under cost absorption. In 
a sellers’ market this is likely once again to cause the 
disappearance of low-end items from retailers’ shelves. 


New-cost Items 


Retail pricing of articles that bear higher net costs 
than any listed on the retailers’ price chart for the 
same item is covered under Section 34, Rule 3. If 
an article has a higher net cost than the highest net 
cost paid by the retailer for an article offered for 
sale on February 24, the retail ceiling price is based 
on either the average of the percentage markups for 
the two highest net costs in the category! on his 
pricing chart or the average percentage markups for 
the entire category, whichever is lower. The result- 
ing tendency of this rule will be to depress markups 
and to squeeze retail operating profits. 

This squeeze feature may be partly but not fully 
offset in another section. Section 33, Rule 2, deals 
with prices for an article which carries a lower net 
cost than any similar article listed on a retailer’s pric- 
ing chart. If the article bears a net cost lower than 
any offered for sale by the retailer on February 24, the 
ceiling price is based on the average of the two per- 
centage markups equivalent to the two lowest net 
costs in the goods category. In the latter case, where 
it probably would be beneficial to the retailer, the 
average markup for the category is not offered as a 
choice. In the near future, net costs to retailers will 
probably rise above previous experience on many 
items due to increased raw material and labor costs. 
Consequently, the disadvantages of Section 34, Rule 3, 
are likely to outweigh the advantages of Section 33, 
Rule 2. 

If two different costs were paid by the retailer for 
the same item on February 24, the cost of a new 
supply might fall in-between. (Section 35, Rule 4.) 
Here the retailer is required to set his ceiling price 
by using either the percentage markup on the next 
lower cost or the average percentage markup for 


Some 167 categories are specified in the regulation. These cate- 
gories group together individual items which, in the great majority 
of stores, are merchandised together. 


the entire category of goods, whichever is lower. This 
ruling is a departure from the approach used under é 
OPA’s MPR-580 issued in March, 1945. The conse- 
quence of this rule could very easily be a squeeze on 
operating profits, particularly as manufacturers’ prices 
shift away from their previous levels. With prospects 

of rising manufacturing prices, the average category 
markup may become the maximum markup. 


Sena 


Several more interesting features of the regulation 
may be mentioned here. For example, new sellers 
without any previous experience are provided with a 
table showing specific! percentage markups to be used. 
Again, when a retailer starts to carry new categories 
of merchandise not covered in his pricing chart, he 
is provided with methods for securing markups based 
on his own experience in related categories. Further, 
special consideration is given chain-store and mail- 
order establishments in order to permit continuation 
of their central pricing practices. Furniture retailers 
are permitted to reflect incoming freight in determin- 
ing their ceiling prices. Finally, all ceiling prices are 
figured exclusive of tax. 

If previous experience is any guide, many changes 
and supplementary orders to CPR-7 may be expected. 
But with all possible amendments promulgated, price 
controls still will constitute only one part of a 
stabilization program which will rise or fall accord- 
ing to the workability of all policies and controls in t 
respect to credit, taxation, wages and materials. 


Resa EISNER 
Division of Business Economics 


1Based on the average experience of retailers. With minor revisions, 
these are the same markups used in OPA’s MPR-580. 


THE BRITISH PURCHASE TAX 


(Gostee te to numerous predictions in 1940 
when the tax was introduced, the British pur- 
chase tax has proved a good revenue producer. It 
has now reached a point where it supplies around 
87% of the ordinary revenue of the United Kingdom. 
Meanwhile opposition to the tax has apparently 
proved ineffective. The tax seems to be a fixture in 
the British fiscal scheme, where it serves to reinforce 
the government’s austerity program. 

The British customs and excise report for the year 
ended March 31, 1950, shows that the approximate 
yield from the purchase tax was £292.2 million. It is { 
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estimated that receipts from goods chargeable at 
33 1/3% totaled £204 million, from goods chargeable 
at 66 2/3% totaled £46 million, and from goods charge- 
able at 100% totaled £42 million, (See table.) 


GOODS AFFECTED 


The tax applies to specified goods upon transfer to 
retail units. Only specified goods to be sold at retail 
for final use or consumption are affected. When a 
retailer buys directly from a manufacturer, making 
it impossible to collect the tax through wholesale 
channels, the purchase tax is applied at the manufac- 
turers’ level on the estimated “wholesale” price to the 
retailer. 

The tax does not apply to sales of articles to be 
resold at wholesale. Nor does it apply to goods sub- 
ject to excise, or goods for export. Materials used 
in further manufacture are tax exempt in order to 
avoid multiple taxation. 

Coverage is broad, with rates divided into four 
categories—exempt, 331/3%, 662/3%, 100%. The 
major number of articles bought by low-income fami- 
lies are exempt from tax. The inclusion of some 
necessities places a small portion of the purchase-tax 
burden on low-income groups. Utility goods are ex- 
empt from tax. These goods are generally essentials of 
living, are of a low price range and of standard con- 
struction. 


Approximate Yield from Purchase Tax, 1949-1950 


(£ Million) 
Description Yield 
INGWULINEY LOOLWEAE Matic. os oe oi casiete Betas eee 4.6 


Nonutility apparel (other than footwear), utility fur gar- 
ments, utility fully fashioned stockings................ 58. 
EIA DETAABEP Yee Lis Saas orev ajar ceria estar, ¢ sae ab cid ents 8. 
Nonutility domestic textile articles..................... 9. 
Nonutility tissues and fabrics, plastic sheeting, fur skins..| 20. 
PA SOMCOVELIN GS ete tere te yee ae ek aie tale: 16. 
WET DE) BOR, Gist est aA ers eae nen era ete err 3 
Hardware, nonutility furniture, etc..................... 12 
Electric and gas appliances, etc..............-.-----05- 11 
CUES Bah Oc olocsStaNld S50 ce Eee ie oe 2 
Lighting fittings, electric lamps, etc.................-.-. 5 
ROOCIES ANG WACCHES 10m ene rele Se eee bar ok oles Sons eed ams 4 
Wireless sets and batteries................--..0e ee eee 9 
Musical instruments and gramophone records............ 2 
JRoysiand sports QOOUS mrs hae calves Henin ed aes 9 
iran SSeS CLC oes aredey se Merete 5s thal Gis otis eneiated tals aie 8 
IBiatogra pile ZOOS ss eee tie ctnnge arse ease, wr one hese ato 2) 
Pictures, pictorial greeting cards, etc...................- x 
4 

7 

8 

9 

3 

8 

3 


Jewelry, goldsmiths’ and silversmiths’ wares............. 
Ramey gO00S ac cans Mer «492-7 a taies aoe stinticie eee a.-A 
Toilet requisites and hair-dressing machinery............ 
Toilet preparations and perfumery.....................- 
Drugs and medicines..... ate te eee as ay es 2 ets.) 
Stationery and office requisites................-.-2-0055 
Passenger road vehicles, including cycles........... Soe. 
Miscellaneous (including groups for which information is 

mot separately available) 2.5.40. e ces smite ees 


— 
WAAMWWOROHMIOHOHSOHHUHDOON 


3 


r© 


Source: -British Information Services 
wo oe ope Se 
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In some instances, exemption is controlled by 
intended use of the article. For example, fishing nets 
to be used for commercial fishing can be exempt, while 
those to be used for sports are taxed. Nonutility 
clothing, and nonutility drugs and medicines are ex- 
amples of goods that fall under the 33 1/3% tax rate. 
Fabrics, musical instruments and nonindustrial photo- 
graphic equipment are items that come within the 
66 2/3% range. 

The luxury items, charged at 100%, include articles 
made of fur, many leather goods, precious jewelry and 
perfumes.—R. E. 


Typical Rates of British Purchase Tax* 


Item % of Wholesale 
Tice 
Wearing apparel!: Made of cotton, wool or linen... . 3314 
Containing silk or artificial silk (including rayon 
aNd en ylow) Meee se ek ese ae 3314 
Stockings seieyssnie re eaptees siecle crt cree en nemo 3314 
Axticlestimader ot fumes. taeday. cee ee 100 
Domestic textiles: Articles containing silk, artificial 
silkiray Ongor my lon iss ee eee ee 6624 
Articles of other materials..................... 6624 
Blankets sao nce dize ta ee eee Sa 6624 
Cloth (yard goods) made of silk, artificial silk, rayon 
OF NVION eet e e ee 6624 
Cloth of cotton, wool or linen.................... 6624 
‘Bootsvand shoes ac -set.0n eosin olen Ce 3314 
@locks;andewatches.2 527. ..dactns shane heer 3314 to 100 
China. (dinner’setis, etc:)/fo.> 0s «> ate . us one Usually exempt 
Decorated china (ornaments, etc.)................ 3314 to 100 
Washing machines sem nce 8 ctr teen ae ae 33144 
Refrigécratorssoaner, arse aes ee ee 334% 
Vacuuni cleaners: 265 40-2 aac ee ee ee 33144 
Electricirons =n. ren ccer aoe ek ee ese Exempt 
Typewriters (not exceeding 22 lb. weight)......... Nil 
Typewriters (exceeding 22 lb. weight)............. Nil 
Gramophone records? se emaene ee eee tees 6624 
Sewing machines s2-..d. cea a eee es 8314 
Writing paper and stationery.................... 3314 
Pens and pencils made wholly or partly of precious 
ILC CAS Sy3 hoo cash shs: «dh aiasote Sure rope Igo tial aac ease eee 100 
Pens and pencils made of other materials (or in 
which only the point, band, or clip is made of 
preciousvmetall) ee sarcn een yee scene 3314 
Toilelisoaprrscas cei wan hae renee ve nes eee 3314 
Dentifnicesseric. tos ie eae aa ond earn 33144 
Toilet articles (including cosmetics)............... 331% to 100 
Drtigsiand medications: ) nuit ee ee 3314 
Viacutini flasksinc. sentiaetants oe Lisa emer Exempt 
"Toys-and farnes..< san a2 + Saeser peer: Ss oatnaleee 3314 
Meather goodsigt ory cancion tas ocr eon 100 
OWE y secs aed Wonton rclete sesh tute oasis tapeiniel eee erat ea 100 
Radios toe eit oink um evat chou een 3314 
Silverware? scam h cimacs iy reine doo eran See eee 100 
Silverpl ite sur dis vss cecike auitets Si hsisesnes Beate erence ones 3314 
New cameras and photographic equipment®........ 6624 
Unexposed film (other than cinematograph film). . . 6624 
Unexposed cinematograph film (standard width)... Exempt 
$8’ yi eee Ma entre a ci cede ares ops ee 6624 
WG nia ees eres ea actioteae erat 2 naar eR ents eens 6624 


1Young children’s garments are exempt from purchase tax. 
2Gramophone records of a kind not produced in quantity for general sale, such 
as radio transcriptions, are exempt from the purchase tax. : 
3Cinematograph cameras for film of standard width, and parts of, and accessories 
to, such cameras are exempt. 7 : ; 
” *Purchase tax rates aN to nonutility and luxury items. An item which falls 
under one of the above categories and which is listed by the government as utility 


is tax exempt. 
Source: British Information Services 
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Business Forecasts 


General 


National City Bank (Monthly Letter, March) —“That 
moderation of the boom psychology would go to the other 
extreme and bring about any significant recession seems 
_ unlikely, in view of the outlook for high industrial produc- 
tion and employment, a rising national income, and in- 
creasing government purchases as the year goes on. Price 
expectations in the main continue bullish.” 

Dun and Bradstreet (“Survey of Business Expectations 
for Second Quarter of 1951,” February, 15) —“The majority 
of 1,023 business executives expected that the levels of 
net sales, net profits, inventories, and selling prices for their 
products for the second quarter of 1951 will exceed the 
levels for these respective indicators for the corresponding 
period of 1950.” 


EXPECTED CHANGE SECOND QUARTER OF 1951 
COMPARED WITH SECOND QUARTER OF 1950 


Per Cent Expecting 
Item and Classification 


Increase !No Change} Decrease 


Volume of net sales (dollar amount) 


PW concernst- ie toi cies Se ease ces 79 12 9 
ANT manutacturers.....-2:2-s.-..-- 81 12 7 
Pynrable poodss oe ijon< wes oho 77 15 8 
Nondurable goods............... 84 10 6 
Wiholesmlerser crc Sime tates s.5'+ 3.2 81 10 9 
PCCANETS tn ooo tence ais oe eas 74 14 12 
New orders received (dollar amount) 

AVimanufacturers..... - .-zieie- 2 + -.0s 72 20 8 
Durable goods. ... «. ..22-2-a0 71 19 10 
Nondurable goods............... 73 22 

Net profits (after income taxes) 

PAT eGriCerns 1. creobiee ce: ciel stoe-o ss 62 19 19 

All manufacturers.............---- 63 17 20 
Durable woods.....00 aa 2 (i140 os 60 20 20 
Nondurable goods.............-. 65 15 20 

WVOIeSRICISe tes at cee cn seco alt.cers 64 18 18 

REL AMCTS Oe ee cae eee o hdaee cists a 9% 52 25 23 


Source: Dun and Bradstreet 


Wesley Lindow, vice-president and economist, Irving 
Trust Company (in an address before the National Furni- 
ture Warehousemen’s Assoc., February 14)—“By the end 
of the year we are going to be living in a modified war 
economy. . . . The physical volume of production of goods 
and services will be up about 5% by the end of the year. 
. . . Shortages of raw materials will represent a severe 
bottleneck. . . . The labor force will constitute another 
-bottleneck, particularly skilled labor. . . . The Federal 
Government will be taking about one sixth of the national 
product at the end of the year... . Federal taxes will be 
up sharply, but not enough to avoid a deficit and sizable 
Treasury borrowing. . . . The civilian portion of gross na- 
tional product will be reduced very slightly. .. . National 
income will be up considerably, with the biggest part of the 
increase going to consumers. Consumers will pay more In 
taxes, will save more, but will also spend more. . . . The 

omposition of consumer spending will be sharply altered 
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in favor of soft goods and services. . . . Residential con- 
struction will be off sharply. . . . Business investment in 
plant and equipment will hit a new high early this year and 
then turn downward under the pinch of controls and 
shortages of important materials. . . . Inventories will level 
off. . . . Inflationary pressures will continue to rise but 
prices will be kept under reasonably good control.” 


Manpower 


E. L. Keenan, deputy director, Bureau of Employment 
Security, Department of Labor (in an address at Rutgers 
University, March 3)—“The number of men and women 
now working on defense activities will need to be increased 
during the year by 4 million. Altogether about 5 million 
persons now in civilian industry or outside the labor market 
will be in either the armed forces or in defense employment 
at the year’s end... . It is anticipated that when agriculture 
is at its midsummer peak and defense employment has ab- 
sorbed another 2 million workers, the civilian labor force 
will move up to around 644% million. ... At least a million 
and a half and probably two million persons are expected 
to enter the labor market this year in response to the de- 
mand for additional workers. . .. Unemployment is expected 
to drop to lower levels in the latter half of the year... . 
After conversion unemployment is out of the way we can 
reduce unemployment by from 500,000 to a million. Prior 
to the drop in unemployment we may encounter temporary 
dislocations due to curtailments of materials and change- 
overs to defense production. . . . In order to assure both 
agriculture and defense industry the workers needed, and 
to replace men inducted into the armed forces, more men 
and women must be attracted into the total labor force. 
An increase of at least a million and a half over last year’s 
peak figure of 66.2 million in midsummer will be needed. 
This means a total labor force, including the armed forces, 
of around 68 million.” 


Profits 


American Can Company (annual report, 1950, received 
March 13)—“It is generally expected in most business 
circles that net earnings of industry in general will be lower 
in 1951.” 


Wool 


First National Bank of Boston (New England Letter, 
February 28)—“Our safety margin of stocks (wool) seems 
likely to narrow still further during 1951.” 


Furniture 


Seidman and Seidman (Furniture Industry Bulletin) — 
“While some shortages of materials may develop later on, 
for the time being enough supplies appear to be available 
for high furniture output during at least the first half of 
1951.” 


Food 


Bureau of Agricultural Economics (Livestock and Meat 
Situation, released March 14)—‘“‘Meat production is ex- 
pected to total moderately larger in 1951 than in 1950. In 
rate of increase, pork will lead, but beef supplies should 
also be somewhat larger. There will probably be about as 
much veal as last year but less Jamb and mutton.”—C. P. 


Selected Business Indicators 


(Annual statistics appear in ““The Economic Almanac 1950,” pages 38, 


39) 


1951 1950 Percentage Change 
A January, February, 2 Months, 
Item Unit 
Februaryp January December November February eae Sahes 2 Nomina 
1951 1951 1951 
Industrial Production 
Total (FRB) (S)...........-....+- 1935-39 = 100 218 219 Q17 180 0.5 Sir. os Mee: 
Manufacturing (FRB) (S)........ 1935-89 = 100 228 229 228 192 0.4 52 ae ete 
Durable goods (FRB) (S) Safer 1935-39 = 100 268 266 268 207 +0.8 +29. ae 
Steel cicicavc wists store sve areteierevecess 000 net tons 7,762 |r 8,843 8,343 6,793 -12.2 +14.3 3 : 
Pig hone oecess keto or ee 000 net tons n.d. 5,894 5,693 5,294 +8.5c] +11.3d! +20.8f 
Copper (refined).............. net tons 101,199 | 110,144 | 109,464 94,036 -8.1 gd : a +11.7 
Lead (refined)........0.0.000: net tons n.a.| 48,878 | 48,284 47,512a|  +1.3c/ +2.9 15.47 
Zine (slab)............eseee0- net tons 70,285 |r 80,937 | r 79,986 69,639 -13.2 +0.9 +8.3 
Glass containers............-- 000 gross na. | 10,279 |r 9,821 7,952a| +10.3c} +29.3d) +17.3f 
Lumber eevtcccs vie ctesa cettccs million bd. ft. n.a. 3,005 3,009 2,387, —0.1c¢ +25.9d) +14.4f 
Machine tools!.............-- 1945-47 = 100 122.0 113.9 135.7 56.1 +7.1| +117.5 |] +116.6 
Machinery (FRB)............ 1935-39 = 100 n.d. 320 321 229 -0.3cl +39.7d) +15.5f 
Transportation equip. (FRB). .|| 1935-39 = 100 n.a. 282 290 242 —2.8c} +16.5d) +11.1f 
Automobiles, factory sales... . . units n.d. 478,589 521,371 487,824a) —8.2¢ -1.9d +30.2f 
Nondurable goods (FRB) (S)....|| 1985-39 = 100 196 198 196 180 -1.0 +8.9 +9.7 
CotbOnlagtn ea. cinerea sh ese 000 bales 895 1,041 784 739 14.1 +21.0 +31.7 
Woolttties ccc coe sin secee an million pounds n.a. n.a. 46.5 47.1 -7.7¢ -1.3d) +24.95 
Rayon yarn’..............6+- million pounds 74.8 |r 79.0 86.9 71.5 -5.3 +4.6 4+2.7F 
Food prod., mfd. (FRB) (S).. .|| 1935-89 = 100 n.d. 161 161 161a Oc od +0.f 
Chemicals (FRB) (S)......... 1935-39 = 100 n.a. 286 282 248a +1.4¢ +15.3d +9.6f 
Newsprint, North American.. .|| short tons 509,478 545,710 | r 515,906 | r 544,723 468,346 6.6 +8.8 +10.06 
Pape e eesc ee es % of capacity 101.5 99.5 93.7 100.3 95.6 +2.0 46.2 +6.8 
Paperboard..............64.- % of capacity 105 102 95 101 92 +2.9 +14.1 +15.0 
Boots and shoes.............. thous. of pairs n.d. n.d. 35,962 38,236 35,593 —5.9¢ +1.0d +3.8f 
Cigarettes (small)?............ millions n.d. 33,895 24,836 29,825 29,290. +36.5¢ +15.7d +2.3f 
Mining (FRB) (S)............... 1935-39 = 100 159 163 157 160 118 —2.5 +34.7 +29.8 
Bituminous coal.............. 000 net tons 39,032 50,950 |r 47,497 |r 45,512 12,145 —23.4 4221.4 +107.8 
Anthracites sco... celsccccs ee 000 net tons 3,532 |r 4,199 3,360 3,379 2,581 -15.9 +36.8 +40.7 
Crude petroleum’............. 000 barrels na. 5,920e 5,719 5,891 4,922 +3.5c} +20.3d +7.1f 
Electric powert...............006- million kwh 6,912 6,895 6,847 6,614 5,938 +0.2 +16.4 +16.2 
Construction®............-...00005 million dollars 1,141 1,043 1,168 1,087 780 +9.3 +46.3 +44.6 
Heavy engineering—Total®......... 000 dollars 317,766 | 316,723 | 356,155 202,409 171,555 +0.3 +85 .2 +585 
Distribution and Trade 
Carloadings, total**............... thousand cars 691.2 743 .2 730.6 795.9 569.1 =7-0 +21.5 +22.4 ~ 
Carloadings, miscellaneous**........ thousand cars 352.1 370.4 365.2 386.7 324.6 —5.0 +8.5 +13.4 
Retail trade (NICB) (S)........... 1935-39 = 100 n.a. 381.7 368.7 340.1 313.6 +3.5¢ +21.7d +6.3f 
Department store sales (S)......... 1985-89 = 100 326 r 362 325 290 280 -9.9 +16.4 +22.4 
Variety store palesi(S) trea eee a 1935-39 = 100 n.a. 250.0 247.0 223 4 298 .1a +1.2c¢ +9.6d +2.5f 
Rural retail trade (S).............. 1935-39 = 100 n.a. 380.1 365.1 326.3 281 .0a +4.1¢e +35 .3d +6.0f 
Grocery chain store sales (S)7....... 1935-39 = 100 n.a. 422.0 424.0 399.5 356.0 -0.5¢ +18.5d +6 9f 
Magazine advertising linage........ thous. of lines 4,050 3,520 3,106 3,958 3,868 +15.1 4+4.7 +6.2 
Commodity Prices 
All commodities (BUS) 225. tes ee 1926 = 100 184.1e 180.0 175.3 111.7 152.7 42.3 +20.6 +19.7 
Raw materials........ BN so 1926 =100 n.d. 192.5 187.1 184.5 159. Sal 4+2.9¢| +420.5d) +5.3f 
Semi-manufactured articles....... 1926=100 n.d. 185.0 178.1 173.0 144.8a +3.9¢ +27.8d +3.7f 
Manufactured products.......... 1926 =100 n.a. 173.0 168.9 165.1 148 . 2a +2.4¢ +16.7d +3.7f 
Farm products.................. 1996 =100 203.1e| 194.0 187.4 183.7 159.1 44.7] 497.7] 496.5 
Foods. treseeee Pte e teeta eee 1926 =100 188.3¢ 182.3 179.0 175.2 156.7 +3.3 +20.2 +19.0 
Sensitive industrial (NICB)‘**... . .|| 1999 =100 252.4 245.8 229.5 221.8 141.7 +2.7 +78.1 +75 .2 
Sensitive farm (NICB)‘............ 1929=100 219.3 211.5 199.5 192.3 169.8 +3.7 +29.2 +27.9 
Retail priced). .0s:. 6c 0.0.0000000: 1935-39 = 100 n.a. 202.3 198.4 194.9 183.8q| +2.0cl +410.1d) +0.7f 
SERRE ie ( 
otal stock prices (Standard & Poor’s)|| 1985-39 = 100 174.7 168.6 158.4 156.1 136. 
Industrials Noqaiercue Jee giaievarete s. svetrerers 1935-39 = 100 189.6 182.6 171.2 168.8 year pe 24 : be 
SENT Pg a ee i 1935-89 = 100 159.1 152.8 139.4 126.5 107.2 44.1] 448.4| 445.1 
Lieditieale coves ass. ae .. .|| 1985-89 = 100 111.0 108.6 104.4 105.0 107.4 42.2 48.4 +3.0 
Total no. shares traded N.Y. Stock Ex|| thousands n.a.| 89,867 | 71,952 | 51,192 | 54,738al +26.1cl -+64.9d| +85.4 
Corporate bond yields (Moody’s). . ,|| per cent 2.85 2.86 2.88 2.88 2.83 -0.3 of 
Corpor: d +0.7 +0.9 
re Indicators 
ank debits, outside New York City®| million dollars 62,347 75,017 |r 72,845 66,392 - 
New capital corporate issues........ 000 dollars n.a. 244,699 394,499 228,501 caren ee renal et ; 
Refunding issues.................. 000 dollars na. | 18806 | 108,022 | 74,006 | 107.975q| -87-1cl -e7-7dl 4207 1 
Comm., industrial and agric. loans‘.|| million dollars 18,523 17,979 |r 17,590 16,822 13,891 +3.0 433.3 el 
Total personal income (S)° ........ billion dollars n.d. 239.2 )r 241.0 232.9 214 6 -0.7¢ +11.5d i 8.3 
Money in circulation, end of month.|| million dollars || 27,188 |r 27,048 | 27,741 | 27,595 | _-97,068 40.5 +0.4 ta 
Defense expenditures”............. million dollars 1,938 |r 1,869 1,679 1,606 1,006 43.7 | 4192 6 nae 
SAdjusted for season variation ‘Shipments  *Consumption; cigarette consumption measured by tax-paid withdr Fi = i 
*Engineering News-Record—av: 7 ee ; y tax-paid withdrawal ‘Average daily 4Average weekl, oF, W. 
Daler is Naty Ca ial Seah Leeann Se A ae a gc ae Kate expire 


10New series; includes federal budget expenditures f 
5 C aJanuary, 1950 bD i ange pei, 
hase brevis fa Ppt anes dn dogg erties ‘ yea ago : eae einer nN Percentage change 12 ed fat 1949 to Teno 1950 _cPercentage cha best i 

of revision; data shown are not comparable with earlier datac Mevied ate ihe Cancion a 8 OL Bide . 
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Growth and Trends 
in 
Social Security 


By Earl E. Muntz 


(Studies in Individual and 
Collective Security, No. 6) 


eA compact review of the history and development of social 
security in the United States; 


¢ tracing compulsory measures designed over a period of half a 
century to protect the security of an individual; 


e analyzing the long experience with social insurance in England, 
Germany and other countries; 


e comparing compulsory provisions with voluntary health plans, 
private disability insurance, and other voluntary measures; 


e one of aseries of monographs on individual and collective security 
by outstanding authorities. Other studies in the series are: 


|. Budgeting the Costs of Illness, by H. Ladd Plumley 

2. German Experience with Social Insurance, by Walter Sulzbach 

3. Compulsory Health Insurance, by Elizabeth W. Wilson 

4. Financing Old Age, by Henry W. Steinhaus 

5. Social Security and the Economics of Saving, by William J. Shultz 


7. The Social Security Almanac 
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Do We Want Guaranteed Annual Earnings 


With wages frozen, labor may again dust off its demands for a 


guaranteed annual wage 


“Erom here on out,” Walter P. Reuther recently stated, “we 
are going to start building our forces and mobilizing our 
arguments for the winning of a guaranteed annual wage 


THE ECONOMIC FORUM 


Jules Backman 

D. H. Davenport 
Solomon Fabricant 
Martin R. Gainsbrugh 
A. D. H. Kaplan 
Edwin B. George 
Clyde L. Rogers 
Merryle S. Rukeyser 
O. Glenn Saxon 
Bradford B. Smith 


GUESTS 


F. Beatrice Brower 
Garet Garrett 
Emerson P. Schmidt 
Joseph L. Snider 
Arthur Thornbury 


; since . . . both logic and economic necessity 
demand an annual wage 


Mf 


Does the guaranteed annual wage “‘constitute 
one of the most important tools in finding the 
answer to full and continuous employment in 
a free society,’ as Mr. Reuther claims? 


Can it overcome the difficult problems of 
seasonal and cyclical fluctuations in many 
industries? 


Would it not carry with it a planned regimented 
society? 


The Conference Board Economic Forum and 
guests, at least five of whom have written on the 
subject of the annual wage, discuss these 
questions and others in 


WILL THE 
GUARANTEED ANNUAL WAGE 
WORK? 


Copies are available to Associates upon request. 
Ask for Studies in Business Economics, No. 5. 


